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National Independence 


and Economic Self-Sufficiency 
R. W. TRENTON 


Professor of Economics, Oklahoma Agricultural and Mechanical College 


IN AN AGE when old colonies are rapidly 
transformed into newly independent na- 
tions, we often find that the economic 
ambitions of such underdeveloped 
countries remain frustrated by inappro- 
priate policies. The waves of emotion 
which have carried these countries to 
nationhood spill over into an area 
where they are self-defeating. This mis- 
taken path of economic policy can be 
traced to the confusion between po- 
litical goals and economic reality. 

There is an important difference be- 
tween national independence, which is 
political in nature, and economic inde- 
pendence, which differs in substance 
from simple self-sufficiency. These dis- 
tinctions have often been overlooked in 
the past, either because they were taken 
for granted or because of a failure to 
realize their importance. National inde- 
pendence can be successfully promul- 
gated by a one-sided assertion of 
nationalistic fervor. But even though 
economic self-sufficiency may be ad- 
vanced as a political goal of an inde- 
pendent nation, this self-sufficiency may 
actually defeat ali efforts to render a 
nation economically stronger. 

Economic independence is the result 
of objective factors which frequently 
remain beyond national control. Once 
this is recognized, it becomes possible 
to discuss realistically the measures 
necessary to promote the economic in- 
dependence so many young nations 
hope to obtain. 


This paper seeks to clarify first the 
intrinsic difference between national 
independence and economic independ- 
ence; it points out why self-sufficiency 
is not the same as independence when 
the maintenance of national living 
standards is taken into consideration. 
It then reviews briefly the objective 
factors of natural endowment and pop- 
ulation which together are responsible 
for the relative degree of economic in- 
dependence of a nation. An attempt is 
made to translate these factors into a 
series of economic relationships which 
may be called “indicators of economic 
independence.” The combination of 
these relationships reveals a more ac- 
curate picture of the factors which 
render a country economically inde- 
pendent than is usually available as a 
basis for decisions of economic policy. 
Finally suggestions are offered on how 
the differentiation of varying degrees 
of economic independence might be 
used to advantage for a reappraisal of 
policy in international relations. 


Nature of National Independence 


National independence means “sov- 
ereignty” and implies the existence of 
an independent governing body free to 
determine within the framework of its 
own constitutional rules the relations of 
its subjects with the rest of the world. 
This concept has at times caused con- 
fusion. A country may engage in do- 
mestic inflation and still keep the 


a 
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exchange rate frozen at the old value; 
this is the right of a sovereign state. 
But it cannot make foreign customers 
buy its products at inflated rates when 
sell cheaply. 


Should a drop in exports cause a crisis 


other countries more 
at home because of lack of reserves, 
the country may take the sovereign 
action of ordering import controls. 
However, such a decision is not really 
as independent as it seems; rather this 
action, which involves highly undesir- 
able domestic curtailments, is forced 
upon a reluctant government by the 
necessity of meeting an emergency sit- 
uation and maintaining a flow of vital 
imports. This elementary example indi- 
cates the limits imposed on_ political 
sovereignty by economic forces. 

National independence can exist 
quite by itself; but it becomes mean- 
ingful only when matched by a sufh- 
cient. degree of economic independence. 
Reckless sovereign action in economic 
matters may actually weaken a nation’s 
independence by depleting military re- 
sources and by causing famine and 
revolution at home. 

Political leaders sometimes seem to 
disregard the economic consequences 
of nationalistic self-assertion. In the 
nationalization of Iranian oil, economic 
considerations were entirely subordinate 
to purely political goals. The severe 
economic sacrifice implicit in this ac- 
tion in the form of lower living stand- 
ards for the people became a price her 
rulers were willing to pay. The political 
upheaval caused by this policy indi- 
cates the limitations imposed on a 
country by its living standard, even 
though it is a very low one. 


Nature of Economic Independence 


A country can be considered eco- 
nomically independent when it is able 
to maintain its living standard at home 
by purely domestic policy measures re- 
gardless of the actions of any one 
foreign nation. It may be added in the 
interest of precision that actions con- 
templated here are only those short of 
war. Bomb devastation and all-out war 
production will most likely lower the 
living standard of every country in- 
volved. It must also be emphasized that, 
no major economic power can hope to’ 
remain unaffected by development 
trends in many countries. A general 
world crisis has in the past engulfed all 
nations. Only a fully isolated state 
would be immune to the repercussions 
of such a _ widespread catastrophe. 
There is, however, a broad range of 
relative economic independence where 
national living standards can be main- 
tained in spite of the detrimental action 
of one or a few other countries, such 
as a tariff increase or a currency de- 
preciation. 

This interpretation of the concept 
of economic independence is much 
broader than one where the relative 
absence of imports is the main criterion 
of independence. Not to buy abroad 
may be adequate for a cave-dweller 
economy, but this fails to take into con- 
sideration the real and fancied needs 
of modern man which form his stand- 
ard of living. 


Factors Controlling Economic 
Independence 
Let us first consider those natural 
factors whose importance for the 
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standard of living is undeniable. Infor- 
mation might be gathered concerning 
a country’s size, climate, and rainfall, 
the length of its navigable rivers, the 
kilowatt-hours of electricity produced, 
and the tons of coal mined per capita; 
but even this mass of detail would offer 
little information that would be really 
helpful. 

In a discussion of the effects of 
natural endowment on the living stand- 
ard of a country, we are easily inclined 
to blame nature for more than its 
proper share of our difficulties. For 
example, a small country lacks the re- 
sources to provide the advanced con- 
veniences of the twentieth century for 
its citizens, which we assume form the 
contents of the “good life” advocated 
by patriotic leaders. A logical conclu- 
sion would demand an enlargement of 
the area so as to include sources of 
missing wealth, wider markets, and 
broader specialization. Poverty in this 
case may be an indication of an area 
too small to allow the maintenance of 
desirable living standards. The natural 
wealth of the United States is more 
than the summation, it is the integra- 
tion of the resources of the states com- 
posing the Union. A bad distribution 
of natural resources may result from 
the political folly of creating minute 
states rather than from nature’s misal- 
location of wealth.1 The need for 
broadly integrated markets is being in- 
creasingly recognized.” 

1This view is shared by many men fa- 
miliar with the problem. See Paul Hoffman 
in his now-famous speech before the CEEC 
Council, October 31, 1949; and Gunnar 


Myrdal, An International Economy (New 
York: Harper and Brothers, 1956), p. 3. 


The size of a country is certainly one 
important key to its economic position. 
The larger the area of economically 
usable land, the greater the opportunity 
of building a prosperous economic sys- 
tem without depending heavily on 
foreign countries. However, a compari- 
son of size alone would lead to errone- 
ous conclusions. The characteristics of 
the inhabitants will decide to what ex- 
tent a country’s opportunities are used. 
China is a good example of a nation 
that failed to take advantage of its vast 
area. Some parts of South America lack 
the population to take full advantage 
of natural opportunities. But on the 
negative side, the small size of an area 
may impose some limitations on inde- 
pendent economic policy even though 
it permits the maintenance of high liv- 
ing standards. 

Modern living standards are the re- 
sult of specialization based on mass 
production and mass distribution. In 
a small country, mass production must 
reach beyond the domestic market; 
industrial development has its raw ma- 
terial base largely abroad. The main- 
tenance of a highly developed economic 
system in a small country is possible — 
as the Swiss have ably demonstrated 


*“Fconomic integration in the sense pro- 
posed by Western Europe means not only 
removal of tariff barriers, but broadly a 
consolidation of industry to attain more 
efficient and less costly production. In other 
words, instead of the segmentation of many 
national markets and industrial duplication 
there should be unity that would give many 
countries the economic strength of one large 
country.” From an address by L. A. 
Bekaert, President of the Federation of Bel- 
gian Manufacturers, delivered in New York, 
as reported by the New York Times, March 
30, 1956, p. 31. 


6 CURRENT ECONOMIC COMMENT 


over a long period of time — but it 
requires close international coopera- 
tion. The example of Switzerland indi- 
cates that even a small country may 
remain politically independent and 
economically prosperous. The decisive 
factor here appears to be the character- 
istics of the population. What man does 
with his natural endowment determines 


finally his economic position. 


Indicators of Economic Independence 


What economic relationships reveal 
the most significant information for an 
appraisal of economic independence? 
An important source of information is 
the balance of payments, which covers 
all the international transactions of a 
country. It reveals the size of foreign 
trade, services, and capital transactions. 
From the viewpoint of estimating in- 
dependence, trade and services may be 
considered together. 

The information contained in the 
balance of payments under the heading 
of capital accounts contributes little to 
an understanding of the persistent 
factors which matter most to our prob- 
lem. The flow of capital is strongly 
influenced by political and psychologi- 
cal forces, which are quite unpredict- 
able and subject to sudden chdnge.* 


*The problem has been pointedly sum- 
marized in a report to the United States 
Senate: 

“The controlling limitation on the flow 
of private foreign investment does not lie 
either in the lack of funds available to 
American investors or in the lack of poten- 
tial opportunties abroad for the use of 
these funds. It lies rather in the absence of 
suitable environments within which these 
funds and these opportunities can be joined 
in commercially attractive and reasonably 
secure ventures. 

“United States foreign investment is par- 


Fortunately, the continuing impact 
of investments can be measured in a 
more indirect and reliable manner. A 
long-term capital movement will be 
reflected in increased foreign trade. 
The analysis of this trade should indi- 
cate whether the investment flow has 
been of a nature to increase or to re- 
duce dependence on other nations. If 
a speculative, temporary flow of capital 
finds its way into higher imports of 
Cadillacs, it will lack the beneficial 
effects that accrue from the imports of 
capital goods. An increase in capital! 
flow is reflected in the actual trading 
position of a country. Only the perma- 
nent changes in the ability of a nation 
to make independent decisions are of 
interest in our search for objective indi- 
cators; we must refrain from including 
speculative or unused potentials in an 
estimate of economic independence. 

Does the over-all picture presented 
by a balance of payments permit some 
conclusions about the nation’s inde- 
pendence? Can the existence of an 
equilibrium in the balance of payments 
be considered an indicator of economic 
independence? This equilibrium can al- 
ways be achieved by lowering domestic 
living standards under foreign pressure. 
It was shown earlier that every nation 
has the opportunity of becoming inde- 
pendently poverty stricken; this is not 


ticularly sensitive to the environments that 
prevail in the host countries. This has 
resulted in the high degree of geographic 
selectivity displayed by the flow of private 
investment.” Report of the Citizens Advi- 
sory Committee to the Committee on Bank- 
ing and Currency, U. S. Senate, Study of 
the Financial Aspects of International Trade 
and of the Export-Import Bank and World 
Bank (Washington: U. S. Government 
Printing Office, 1954), p. 15. 
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our concept of economic independence. 
The traditional gold-standard tech- 
nique will ensure equilibrium of the 
balance of payments by keeping wages 
and prices sufficiently flexible to adjust 
promptly to the pressures of the world 
market. International adherence to this 
technique can certainly eliminate mod- 
ern payments difficulties. However, 
these unsolved problems exist today 
precisely because the recurrent need for 
domestic deflation has been rejected as 
too harsh a foreign-imposed remedy for 
“independent” countries. 

Only in one case will the over-all 
balance of payments become meaning- 
ful as an indicator of independence. 
This case is present when a country 
adds to its foreign currency reserves 
while maintaining or improving its 
standard of living. Since not all nations 
can become creditors at the same time, 
this information is not very helpful. 

To sum up, a study of the balance of 
payments directs our attention to the 
data concerning the movement of trade 
and services. Here we must search for 
an answer to those questions which 
directly determine economic independ- 
ence: 

(1) What is the position of a coun- 
try relative to the total world com- 
merce? 

(2) What is the position of a coun- 
try’s foreign commerce relative to its 
own national income? 

(3) To what extent is foreign busi- 
ness concentrated on one or a few other 
countries? 

(4) To what extent is foreign busi- 
ness concentrated on one product or 
one group of products? 


Each of these questions merits fuller 
discussion. 


Share of World Trade 


When a country is engaged in fairly 
substantial business abroad, the influ- 
ence of this business on the national 
economy depends partly on the answer 
to the problem: Who influences whom? 
In this case the dependence of a na- 
tion will vary with the absolute size of 
its foreign trade. To clarify the point, 
let us assume that each of two countries 
exports 10 percent of its national prod- 
uct; country A is small and 10 percent 
means $1 million; country B is large 
and rich and 10 percent means $1 bil- 
lion. A must adjust itself to the world 
situation; B, however, because of its 
large absolute size, may well determine 
the economic welfare of others by in- 
creasing or reducing its foreign business. 

The independent economic action of 
a nation with a large share of the 
world’s trade may have such a strong 
impact on other countries as to induce 
them to follow the leader. Britain’s de- 
valuation of the pound sterling in 1949 
provides a pointed example. Fifteen 
other nations devalued within a week 
because of their close connection with 
the London market. However, only the 
United States and Great Britain occupy 
today a position strong enough to act 
in such a leadership role. The individ- 
ual shares of world trade carried on by 
other countries are too small to deter- 
mine events; only if some of these coun- 
tries act in concert will there be an 
effect on world trade. 

The discussion of the share of world 
trade handled by one country reveals 
the need to consider several criteria in 


8 CURRENT ECONOMIC COMMENT 


determining economic ° independence. 
The share of world trade alone is a 
most ambiguous yardstick. A small 
share of world trade may reflect the 
strong dependence on others of a small, 
developed nation in Central Europe 
whose livelihood is largely determined 
abroad, or it may indicate the self- 
sufficiency of an undeveloped giant in 
Asia whose standard of living has not 
progressed to the point at which inter- 
national commerce becomes a major 
factor. A large share of world trade, 
however, qualifies a nation beyond 
doubt as a world economic leader with 
the implication of greater independence 
as far as this one factor is concerned. 
It also explains why a group of sov- 
ereign nations acting as one integrated 
economic system may considerably im- 
prove the economic independence of 
the group. 
Countries certainly surrender . . . part of 
their freedom of action, but what happens 
in practice is rather that a degree of 


“sovereignty” is pooled by the mem- 
Deis. . 


Foreign Trade and National Income 


The second major clue to economic 
independence is derived from a com- 
parison of foreign and domestic bus- 
iness. The percentage value of inter- 
national trade arid services included in 
the national income may not offer a 
very precise yardstick, but it is a mat- 
ter of simple logic that the amounts of 
domestic resources directly occupied in 
foreign ventures remain closely linked 


“Report of the Royal Commission on 
Monetary, Banking, and Credit Systems, 
Wellington, New Zealand, 1956, as reported 
by International Financial News Survey, 
Vol. 8, No. 44 (Washington: International 
Monetary Fund, May 11, 1956), p. 356. 


to this ratio. If this ratio is high, a large — 
segment of all national resources is en- — 


gaged in work with foreign involve- 
ment. As a result, the country may be 
unable to pursue an independent eco- 
nomic policy in such areas as the 
achievement of full employment. 

We encounter in this case a depend- 
ence on foreign markets largely immune 
to domestic measures; any attempt to 
boost the home market alone may 
swiftly result in a crisis. Domestic ex- 
pansion raises the need for larger im- 
ports, particularly of raw materials, and! 


upsets the trade balance. Domestic 


price rises follow inevitably in the wake — 
of a boom and tend to undermine the — 
ability and the willingness of exporters 


to compete in foreign markets. The ex- 
ample is one of a nation which is in no 
position to undertake an independent 
full employment policy. 

A country gaining a substantial part 
of its national income from foreign bus- 
iness can maintain economic independ- 
ence only through the political wisdom 
of making timely domestic adjustments 
to a given, uncontrollable situation 
abroad. The degree of dependence re- 
sulting from aggregate foreign business 
is revealed in the relationship between 
foreign trade and national income, 
frequently called propensities to import 
and to export, particularly when these 
propensities also include service items. 
High propensities would indicate a dis- 
tinct lack of economic independence.® 

° We should not confuse these relationships 
with the rates of change in international 
business, the marginal propensity to import 
or to export. Marginal propensities reflect 
varying degrees of trade concentration by 
merchandise groups which we consider later 


as a distinct factor; these marginal propen- 
sities are also determined by the existing 


Bs. 
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Concentration by Countries 


Concentration ratios of international 
trade do not usually receive the close 
scrutiny they deserve. The importance 
of the two indicators discussed so far 
for the solution of our problem prob- 
ably would not be seriously challenged, 
but the significance of concentration 
ratios for the problem of economic in- 
dependence needs explanation. 

Let us assume that country A earns 
20 percent of its national income 
abroad and that this amount of foreign 
involvement covers about 3 percent of 
world trade. This assumption ap- 
proaches the statistical position of some 
countries. How independent is the for- 
mulation of economic policy in country 
A? Although its share of world trade 
is not dominant enough to mold others 
to its own pattern, the total share of 
world trade is large enough to indicate 
the presence of a major trading coun- 
try. The question of independence piv- 
ots then on the interpretation of 20 per- 
cent of the national income; is it too 
much to permit the country to be in- 
dependent? 

If there exists a danger that A might 
lose the whole 20 percent or a consider- 
able part of it at the whim of some 
other country, its decisions will neces- 
sarily have to conform largely to the 
policies of those outsiders whose actions 
have such a preponderant impact on 
its welfare. How does any group hap- 
pen to occupy such a strategic position? 
Proximity is a frequent cause. People 
of two neighboring countries may share 


level of trade used as the base for measur- 
ing such changes. This mixture of determin- 
ants does not allow the use of marginal 
propensities for the purpose of determining 
economic independence. 


similar tastes and knowledge of each 
other’s products. A minimum of trans- 
portation costs facilitates trade and may 
indicate clearly that the political fron- 
tier lacks economic justification.® 
Trade traditions have influenced the 
pattern of concentration in many cases. 
We observe the results particularly in 
the economic integration of the sterling 
area. Even though the political con- 
nections have been weakened, the eco- 
nomic ties remain so strong as to en- 
courage systematic cooperation rather 
than independent action. Membership 
in the economic organization of the 
British Commonwealth has permitted 


the attainment of a living standard for 


Australians which economic self- 
sufficiency would not have supported.’ 

Regardless of the cause of the close 
affiliation of a country with one or a 
few other countries, the economic in- 
dependence of a nation is seriously 
hampered in this case. Since this mu- 
tual interdependence of some nations 
appears to be inevitable, their real 
power of making economic decisions 
would be improved by an open recog- 
nition of this intimate connection. In 
this case, they might create joint coun- 
cils, such as exist in the Benelux agree- 
ments, where all partners have a voice 


®In some mountainous regions in Central 
Europe the political frontiers differ from the 
economic borders which form the customs 
area of the country. This distinction be- 
came necessary to avoid the economic ruin 
of those few individuals who live on the 
“wrong” side of the mountain when their 
only access road from a valley belongs 
politically to a foreign country. 

7See Sir Douglas Copland, “Problems in 
the Sterling Area with Special Reference to 
Australia,” Essays in International Finance, 
No. 17 (Princeton: Princeton University 
Press, 1953), pp. 2 ff. 


“ 
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in formulating economic decisions of 
critical importance, rather than remain 
apart, hope for the best, and adjust to 
the worst. Such an integration agree- 
ment acknowledges the existing eco- 
nomic dependence and transfers the re- 
lationship from the international sphere 
to that of a semidomestic or federated- 
area problem. The nation whose foreign 
trade is distributed among many other 
countries has more economic independ- 
ence in this respect than one with heavy 
concentration of its international ven- 
tures in one country. 


Concentration by Product 


Concentration by product is as im- 
portant as that by area for the relative 
dependence of a country. This problem 
has found more frequent attention in 
the literature in connection with studies 
of the terms of trade and the vulner- 
ability of one-product nations. 

The instability of the terms of trade 
is a long-recognized problem which 
contributes to the difficulty of main- 
taining an equilibrium in the balance 
of payments. It is caused by the pe- 
culiar elasticity pattern of the items 
generally found in foreign trade. 

Major world trade commodities dif- 
fer sharply with respect to the elasticity 
of their supply. For agricultural raw 
materials and for some foodstuffs the 
supply is quite inelastic. There is more 
price elasticity in the supplies of other 
raw materials even though they require 
a time lapse to adjust to a changing 
market situation. The supply of manu- 
factures is, relatively, the most elastic. 

The elasticity of demand, consider- 
ing price and income elasticity com- 
bined, is lowest for agricultural and 


other raw materials and is highest for | 
manufactures in the form of consumer 
goods. The demand for foodstuffs and 
capital goods falls somewhere between 
the two extremes.® 

As a result of this situation, price- 
level changes have strikingly different 
consequences for each category of 
traded products. The resulting instabil- 
ity carried from world trade into the 
domestic economy interferes with the 
independent policies of a nation. The 
protection preferred by many countries | 
against these periodic upsets consists ini | 
a diversification of foreign trade to in- 
clude a more even distribution of all 
categories described. No nation has a 
perfectly balanced distribution of its 
foreign trade divided into equal shares 
of raw materials, manufactures, agricul- 


tural products, and so on. In fact, in- 


ternational specialization concentrating 
on the best products of a country is the 
basis of all trade. But the relative dan- 
ger to economic independence caused 
by shifts in the terms of trade increases 
with the degree of national specializa- 
tion and the resulting need to protect 
the total value of the foreign commerce. 
Violent movements in trade relations 
have generated a “tendency toward 
regionalization” which counteracts the 
resulting economic weakness.® Where 
proper balance remains unobtainable, 
we find economic independence ser- 
iously impaired. 

A special case of lopsidedness must 
be considered separately because it cre- 
ates the most pronounced handicap for 


*See International Trade, 1953 (Geneva: 
Contracting Parties to the General Agree- 
ment on Tariffs and Trade, 1954), pp. 6 ff. 

* GATT Report, of. cit., p. 19. 
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independent policy-making. This is the 
case of the one-product export nations, 
such as Brazil with coffee, Iran with 
oil, or Guatemala with bananas. A high 
degree of specialization in trade implies 
an optimum undisturbed flow of goods 
between integrated economies, the ex- 
act opposite of self-sufficiency. A one- 
product country may become wealthy 
and prosperous provided that it forgoes 
its sovereign right to make economic 
decisions in violation of its key-export 
interest. Venezuela has adopted such a 
policy to good advantage. This nation 
reaps huge profits from oil exports and 
uses the benefits of specialization to fur- 
ther the creation of new facilities for 
greater diversification in the future. 

The inclusiveness of the indicators 
discussed here makes it possible to draw 
deductively a line beyond which a sov- 
ereign state loses its economic freedom 
of action. This imaginary line could 
be established from a combination of 
values obtained in a study of empirical 
data, and for certain purposes might 
be used as a norm in evaluating a coun- 
try’s trade position. 


Application of Independence 
Indicators 


What practical use can be made of 
these criteria to evaluate the relative 
degree of economic independence of 
nations? If they were applied properly, 
the result would undoubtedly show that 
the United States is less dependent on 
other nations than Denmark, a result 
which is neither surprising nor partic- 
ularly enlightening. 

No nation is entirely independent 
from the rest of the world. Even the 
United States, the best example of rela- 


tive independence joined with a high 
living standard, could not be deprived 
of imported coffee, tea, and cocoa 
without a noticeable impact on her liv- 
ing standard. Our dependence on some 
foreign raw materials has been widely 
publicized.” Our need for export mar- 
kets, particularly for some farm crops 
such as wheat and cotton, may be less 
widely realized but is equally impor- 
tant."? 

Current efforts to balance trade 
have proved largely _ self-defeating. 
Since no nation can influence its ex- 
ports very much, all countries have 
eventually turned to achieving balance 
by cutting imports. Each round of re- 
ciprocal cuts in trade reduces the inter- 
national economy and deteriorates the 
standard of living. Use of the indi- 
cators discussed here makes it possible 
for a nation to shift its goal to a more 
positive objective. It may even be pos- 
sible (though not likely) to convince a 
nationalistic patriot that some of his 
preferred economic policies render his 
own country more vulnerable po- 
litically. 

The distinction between economic 
and national independence may help 
us further to clarify and strengthen the 
principle of nondiscrimination in inter- 


Resources for Freedom, a report to the 
President by the President’s Materials Policy 
Commission (5 vols.; Washington: U. S. 
Government Printing Office, 1952). 

"™ Over one-third of the domestic produc- 
tion of wheat and cotton was exported 
1949-1952. The severe drop of these ex- 
ports in the following years became a 
major contributing factor to the domestic 
surplus problem. Special efforts by the U. S. 
Department of Agriculture to export surplus 
commodities focused attention on this prob- 
lem. 
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national economic affairs. This prin- 
ciple has been violated systematically 
in recent decades by all kinds of prefer- 
ential agreements. Some postwar treat- 
ies even formally recognize a right 
to discriminate. The articles of agree- 
ment of the International Monetary 
Fund permit discrimination against 
creditors in the form of a scarce cur- 
rency clause. The discriminatory tariff 
preferences established in favor of the 
partner nations of customs unions are 
formally permitted by the General 
Agreement on Tariffs and Trade. 

The principle of nondiscrimination 
becomes much more realistic when it 
is applied only to economically inde- 
pendent countries. Once we can dis- 
tinguish clearly between economically 
dependent and independent nations, 
the principle of nondiscrimination can 
be limited to the independent countries. 
Dependent nations should be encour- 
aged to make special agreements with 
their most important trading partners 
in order to strengthen their position, 
even though any particular concession 
granted to one state becomes discrim- 
inatory against those who fail to re- 
ceive equal treatment. Such agreements 
may involve the cooperation of two or 
more equals for their mutual ‘benefit, 
such as the Benelux Union, or take the 
form of partial economic integration 
with a stronger international unit of 
the nature of the Sterling Bloc. Eco- 
nomically independent units would 
have no justification for the use of such 
discriminatory policies. The criteria 
suggested for the evaluation of relative 
economic independence permit the re- 


| 
| 
I 
| 
examination of the policy of nondis- 
crimination on a more promising — 
basis.’? | 

An objective yardstick of economic 
independence could also contribute to_ 
the creation of a free payments system 
for the Western world. Professor Mike- 
sell summarizes the problem most 
pointedly: 

In the absence of political unification 
the principal co-ordinating force available 
to the free world economy is the operation 
of unfettered markets for goods and cap- 
ital. In the broadest sense therefore the, 
defense of the free world and its institu- 
tions depends upon the creation of a pay- 
ments mechanism which will permit the 
unrestricted operations of these market 
forces.* 

The international institutions which 
are now operating have failed to per- 
fect such a mechanism. Their predica- 
ment has the features of a vicious circle. 
Their assistance is open to all members 
on the same terms, but they must not 
dictate to sovereign nations on how to 
handle their domestic affairs. This dual 
commitment leaves the international or- 
ganizations in an exposed position. 
Wasteful assistance cannot be avoided; 
therefore all help must be limited, both 
in its absolute amount and in its rela- 
tive size based on national contribu- 
tions. The modest scope of the support 
offered by such institutions weakens 


* A more skeptical view of this problem 
is expressed by C. P. Kindleberger, Inter- 
national Economics (New York: Richard 
D. Irwin, 1953), pp. 281 ff. However, he 
does not seem to have considered relative 
economic independence in this connection. 

* Raymond F. Mikesell, Foreign Exchange 
in the Post War World (New York: 
Twentieth Century Fund, 1954), p. 523. 


INDEPENDENCE AND SELF-SUFFICIENCY 13 


their influence and persuasive powers. 


Harmful sovereign practices are con- 
tinued which make more restrictions 
necessary. Again Mikesell describes this 
dilemma most vividly: 


No voluntary association of sovereign | 


powers can keep its members from engag- 
ing in internal monetary and fiscal prac- 
tices which lead to balance of payments 
disequilibrium. These practices are the 
very essence of national sovereignty itself. 
International control over governmental 
budgets and central banking policies means, 
in fact, the merging of national sovereign- 
ties in a single federated state. The United 
States Government is unlikely to subscribe 
$10 or $20 billion to a new international 
monetary institution with the same inherent 
weaknesses as the Bretton Woods organ- 
ization.”* 

Recognition of the peculiar charac- 
teristics of economic independence can 
lead toward elimination of this obstacle. 
Limiting assistance to independent 
members whose needs are temporary 
should permit the mobilization of re- 
serves on a much larger scale since the 
risks to the creditors would be sharply 
reduced. When an international insti- 
tution is able to offer a stronger pro- 
tection of international balances, its 
views carry increased weight. Sound 
domestic policies lead toward converti- 
bility, free trade, and economic inde- 
pendence. A strong international insti- 
tution able to assist its independent 
members in the maintenance of a free 
world payments system would offer a 
powerful incentive toward wiser policies 
in economic affairs. Sovereign members 
cannot be told how to behave but it 
can be made worth their effort to take 


the right action. 


* Mikesell, op. cit., p. 536. 


Conclusions 


Economic independence deserves rec- 
ognition as a special goal apart from 
considerations of political sovereignty. 
This goal is desirable because of the 
concrete advantages accruing from its 
achievement. Any country can move 
toward this goal by adopting domestic 
policies that will improve its interna- 
tional position. It may achieve eco- 
nomic independence through integra- 
tion, the fusion of two or more 
economies of otherwise sovereign na- 
tions. There is no need for “a single 
federated state” to accomplish this, as 
the Benelux economic union clearly 
demonstrates. Economic independence 
also increases when two countries form 
one combined market. The trade be- 
tween them switches from foreign to 
domestic, changing the relationship of 
foreign trade to income. The aggregate 
foreign trade of both countries forms 
a larger share of the world’s business. 
The lopsided concentration of foreign 
trade with each other is now internal 
trade and cancels a major weakness. 

Customs unions are not the only de- 
vice for this purpose. The European 
Coal and Steel Community, merging 
the fate of two key raw materials in 
six nations, is another interesting ap- 
proach to economic integration. The 
success of this method cannot yet be 
predicted.*” The European Payments 
Union is another recent approach to- 


* Compare the interesting discussion of 
Franklin R. Root, “External Relations of 
the Community,” The European Coal and 
Steel Community, Part II, Studies in Busi- 
ness and Economics, Vol. 10, No. 1 (College 
Park: University of Maryland, Bureau of 
Business and Economic Research, 1956), 


pp. 1-12. 
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ward broadening the base of economic 
units. But the inclusion of too many 
countries has undermined the cohesion 
of this structure to such an extent that 
there is serious doubt whether EPU 
will ever contribute effectively toward 
the economic unity of its participants. 

No mere technical device will ever 
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substitute for human wisdom. Political 
fears may always cancel economic prog- 
ress. But objective criteria of economic 
independence may furnish a tool states- 
men need for a more positive approach 
toward the problems of the world 
economy. 
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ONE ASPECT of the wartime and post- 
war industrial boom, still active in the 
nation as a whole, has slowed consider- 
ably in Illinois. For the period since 
1947, this state’s percentage increase in 
the number of manufacturing workers 
is below the national average. This 
postwar lag contrasts with the state’s 
earlier rate of increase in industrial 
workers —a rate well above the na- 
tional average during the wartime pe- 
riod (1939-47). It should be empha- 
sized that the “postwar lag” ascribed to 
Illinois is not to be taken as indicating 
the cessation of industrial growth; it 
does imply, however, that the state’s 
rate of industrial growth is no longer 
keeping pace with that of the nation. 
Although there are contrasts between 
Illinois’s wartime and postwar records, 
its average rate of increase in number 
of manufacturing workers during the 
whole period 1939-53 is nearly identi- 
cal to that of the United States. None- 
theless, the recent relative reduction in 
rate of increase in this significant index 
indicates a potentially disadvantageous 
position for the state. 

Of course, the number of manufac- 
turing workers is only one measure of 
industrial structure. Increase in num- 
ber of manufacturing plants is another 
frequently cited index. The great pro- 


gram of new plant construction, initi- 
ated following America’s entry into 
World War II and continued to the 
present, has not led to as rapid an in- 
crease in the number of plants in IIli- 
nois as in the nation as a whole. 
Throughout the period 1939-53, and 
in both its wartime and postwar seg- 
ments, Illinois was 20 to 30 percent be- 
hind the national average. At the same 
time, the average size of the state’s es- 
tablishments has increased both more 
rapidly and to a greater extent than 
those of the United States as a whole. 
Between 1939 and 1953, the increase 
in average plant size in Illinois was 
nearly 50 percent greater than the na- 
tional average. Viewed in this light, 
Illinois’s slower-than-average rate of in- 
crease in number of establishments need 
not be considered a disadvantage, for 
the state has led a developing national 
trend toward larger establishments and 
possibly, on this account, toward greater 
industrial efficiency. 

These industrial index fluctuations 
have been accompanied by a threat to 
the state’s high rank on the list of man- 
ufacturing states. In both 1939 and 
1953, Illinois was fourth among the 
states in number of manufacturing 
workers; it dropped from third to 
fourth place, however, in number of 
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establishments during the same period. 
- The threat to the state’s high industrial 
rank comes particularly from Cali- 
fornia, which replaced Illinois in third 
place in number of establishments in 
1953 and was rapidly overtaking Illinois 
in number of manufacturing workers. 
California’s rapid growth from fifth to 
second rank in population between 
1940 and 1950 implies a latent capacity 
for future manufacturing expansion 
sufficient to replace Illinois in national 
industrial ranking in the near future. 


T 


At this point it is necessary to take 
note of the measures and techniques 
employed in this paper: percent 
change, location quotient, and quotient 
of comparative change. 

Percent change, a standard economic 
measure, in this case has had to be used 
with extreme caution because of the 
varying nature of the available data. 
Lack of consistency between the avail- 
able sources is particularly evident in 
data presented for “manufacturing 
workers” (the general term. employed 
in this paper.) * 

Location quotients in this study refer 
to the ratio between all manufacturing 
in a particular area and all manufactur- 


*The only detailed manufacturing statis- 
tics on a county basis published since the 
1947 Census of Manufactures are those 
found in the County Business Patterns series 
issued jointly by the U. S. Department of 
Commerce and the U. S. Department of 
Health, Education, and Welfare. Because 
these two compilations were made for dif- 
ferent purposes, they do not supply com- 
pletely comparable data. Since County 
Business Patterns is a continuing series and 
appears to be the only source of detailed 
areal manufacturing statistics likely to be 
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ing in the universe of which the area 
is a part. This use is a slight variation 
from the standard defined procedure 
which compares particular types of in- 
dustry at a place with the proportion 
of all industry at that same place.” 
The quotient of comparative change 
(QCC) expresses in a single value the 
comparison between of 
change — that of an individual area 
and that of the universe of which it is 


two. rates 


available between the widely separated 
Censuses of Manufactures, it seems impera- 
tive to develop techniques to achieve the 
highest possible degree of comparability 
between the two series. Our data for both 
1939 and 1947 were taken from the 1947 
Census of Manufactures; data for 1953 are 
from the 1953 County Business Patterns. 
The term “manufacturing workers” is em- 
ployed here, but this does not correspond 
to the terminology of either of the two 
sources which, of course, are not consistent 
with each other. With their differences in 
methods of enumeration, any useful degree 
of comparability would be impossible had 
not the 1947 Census of Manufactures con- 
tained figures for both “‘production workers” 
and ‘“‘all employees.” With this double list- 
ing, valid rates of change for the shorter 
periods 1939-47 and 1947-53 could be ob- 
tained by comparing “production workers” 
in 1939 with “production workers” in 1947 
and ‘‘all employees” in 1947 with ‘number 
of employees” in 1953. Since the available 
figures for 1939 and 1953 cannot be com- 
pared directly, the total change for the 
whole period was computed from the rates 
for the two segments rather than by a direct 
comparison of figures at the beginning and 
the end of the time span. The only possi- 
bility of significant error would lie in vary- 
ing relationships between “production 
workers” and ‘all employees’ in 1947. 
There is, however, no evidence of any sig- 
nificant areal variation in this relationship. 

* Cf. P. Sargant Florence in National Re- 
sources Planning Board, Industrial Location 
and Natural Resources (Washington: Goy- 
ernment Printing Office, 1943), pp. 105-24, 
and other publications by the same author. 


— 
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a part. The quotient of comparative 
change, therefore, is to be contrasted 
to the location quotient. The former 
measures a temporal change whereas 
the latter expresses the concentration 
of an activity at a particular instant. 
As used (for example, in comparing 
increase in manufacturing workers) in 
this paper, the quotient of comparative 
change is computed: 

percent of change in Illinois 
percent of change in United States” 


percent of change in ““X” county 
percent of change in Illinois 


Of the three measures available from 
the data used, that which reflects the 
change of greatest importance to the 
economy of the state is the percent 
growth in number of manufacturing 
workers. Between 1939 and 1953, the 
increase in number of manufacturing 
workers in the United States was 84.4 
percent. That of Illinois in the same 
period was almost as great, 82.8 per- 
cent. These long-run figures mask the 
contrasts in Illinois’s relative rates of 
change during the wartime (1939-47) 
and postwar periods. The state’s war- 
time growth (61.5 percent) consider- 
ably exceeded the rate of national 
growth (52.6 percent), reflecting the 
general governmental policy during that 
period of expanding production where 
increased output could be most easily 
achieved — that is, in the already most 
highly industrialized states. During the 
postwar period (here, 1947-53), when 
more normal economic conditions again 
prevailed, Illinois’s rate of growth in 
manufacturing workers (13.2 percent) 
fell considerably behind the national 


growth rate of 20.8 percent. This post- 
war lag, under conditions of normal 
interregional competition and more 
realistic appraisal of industrial costs, 
implies possible incipient decline in the 
state’s industrial position. 

I]linois’s failure to equal the national 
postwar rate of industrial expansion (as 
here measured) is not, of course, en- 
tirely due to local shortcomings. \In- 
dustrial shifts reflecting changing 
national population and market concen- 
trations cannot be halted by any state 
action. On the other hand, it is a mat- 
ter of record that Illinois has been less 
active than many other states in the 
competition for new plants during one 
of industry’s most mobile periods. 


II. 


These alterations in the 
structure and national position of Illi- 
nois present only one side of the pic- 
ture of industrial change as it affects 
the state’s economic-geographical struc- 
ture. Equally important and distinctive 
have been the changes within the state 
measured on a county basis. It is these 
county changes which most clearly re- 
flect the physical and economic areal 
differentiation within Illinois. 

Chart 1 shows two areas where in- 
dustrial growth exceeded the Illinois 
average by a considerable margin 
(counties with QCC’s of 1.2+). One 
area is a belt across the center of the 
state extending from Vermilion County 
to Fulton County; the other is a dis- 
continuous block in the northeast from 
Will to Winnebago. The majority of 
counties insignificant in manufactur- 


industrial 
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Table 1. Ranks of Leading Illinois 
Manufacturing Counties 


Rank 1939 1947 1953 

ne .. Cook Cook Cook 
2....| Madison Madison Winnebago 
3....| Winnebago | Winnebago | Madison 
4....| Rock Island} Rock Island] Tazewell 
S....| Kane Kane Kane 

Be ee ote @lair St. Clair Rock Island 
7....| Tazewell Tazewell St. Clair 
Bes. .| wasalle Lake | Lake 

ee ePeoria LaSalle Will 

10. ..| Lake Peoria | LaSalle 


ing® are found in the southern part of 
the state. This was a period of nearly 
‘state-wide industrial expansion; only 
three counties experienced a decline in 
number of manufacturing workers — all 
three in the southern part of Illinois. 

However, even among the state’s 
leading industrial counties (see Table 
1) —which might be assumed to be 
consistent leaders in increased manu- 
facturing activity — industrial growth 
was not uniform (Chart 1). The most 
important single county, Cook, con- 
tains such a large proportion of the 
state’s manufacturing workers (66 per- 
cent in 1953) that it is the major de- 
terminant. of the state average and 
therefore seldom deviates widely from 
that average (or from a QCC of 1.0). 
Among the other leading industrial 
counties, Rock Island conspicuously 
failed to match average state expansion 
during the entire 1939-53 period; St. 
Clair and LaSalle did not equal the 
state’s average growth. Madison, Kane, 


* On all maps in this paper counties with 
less than 1,000 manufacturing workers in 
1947 were left blank. These counties were 
omitted to avoid showing the very large (but 
industrially insignificant) percentage changes 
which may result from relatively small nu- 
merical changes in basically unindustrialized 


counties. 


and Peoria counties just kept up with 
the state with quotients of comparative 
change of 1.0; Winnebago, Tazewell, 
Lake, and Will grew at a rate greater 
than that of the state as a whole. 
Despite the inequalities in amount of 
growth among the leading manufactur- 
ing counties shown in Chart 1, there 
was little change in the industrial coun- 
ties’ relative ranking until after World 
War II. Only among the last three 
counties of the 1939 and 1947 lists 
(Table 1) was there a change in man- 
ufacturing importance. Not until the 
period 1947-53— when industry was 
largely free from wartime economic dis- 
tortions—were there significant changes 
in the rankings of leading industrial 
counties. Winnebago and Tazewell rose 
above their 1947 positions; Will County 
appears as an industrial leader for the 
first time. Madison, Rock Island, and 
St. Clair counties are lower in rank- 
ing and LaSalle has continued its fall. 
Attention may logically be focused 
upon these 10 leading counties since 
they contain some 85 percent of all the 
manufacturing workers of the state 
(Table 2). In fact, the share of the 
state’s manufacturing workers employed 


Table 2. Leading Counties’ Share of 
State’s Manufacturing Workers 


Percent of | Percent of 

all manu- | all manu- 

ee facturing | facturing 

workers in | workers in 
top 10 top 5 

counties counties 
IOS) eines 6, eek & pee 84.9 76.6 
(excluding Cook). . 55.8 S155 
MOAT DI pled tee Seon 85.3 Ge 
(excluding Cook). . Bie, 30.9 
153 eee ee eccrine 85.6 76.6 
(excluding Cook). . 57.6 o1e1 
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Chart 2 
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in the 10 ranking industrial counties 
has risen since 1939. 

The frequent presumption of in- 
creased industrial dispersion to form- 
erly rural and downstate counties is not 
supported by Table 2. Only one new 
county, Will, entered the lists (Table 
1) between 1939 and 1953. Table 2 
does indicate a form of industrial dis- 
persion, however, in that Cook Coun- 
ty’s share of the state’s workers has de- 
clined since 1939. Obviously, there has 
been a relative increase in the outlying 
industrial counties at the expense of 
both Cook County and the rest of the 
state. Much of this growth outside Cook 
County lies within the Standard Metro- 
politan Area of Chicago. The above- 
average growth of Lake County has 
been mentioned; the entrance of Will 
to the ranks of leading industrial coun- 
ties by 1953 emphasizes the expansion 
of manufacturing into the southern por- 
tion of the area. Of the four Illinois 
counties in the Chicago Standard Met- 
ropolitan Area, only DuPage is not yet 
a leading industrial county, and Du- 
Page had the second highest percent 
change and quotient of comparative 
change in the state between 1939 and 
£953. 

Between 1939 and 1947 there were 
relatively few changes from the prewar 
industrial pattern of the state (Chart 
2). The leading counties equaled, and 
in fact determined, the average state 
growth in number of manufacturing 
workers. Only Tazewell and Lake 
greatly exceeded the state’s average 
growth. Many of the central counties 
showed a greater-than-average growth 
prior to 1947; the largest cluster of 
counties with less-than-average growth 


lay in the north. But neither growth 
nor relative decline of these affected 
the continuing dominance of the lead- 
ing industrial counties (Tables 1 and 
mys 
It was between 1947 and 1953 that 
significant changes from the prewar 
and wartime patterns were observable 
(Chart 3). These changes are particu- 
larly significant because they occurred 
largely without governmental direction, 
and since this is the most recent period 
for which data can yet be obtained, 
they suggest a trend which may be 
continuing to the present. This was the 
period in which considerable change 
occurred in the ranking of major in- 
dustrial counties (Table 1), reflecting 
differential rates of growth among 
them. Winnebago, Tazewell, Lake, and 
Will increased disproportionately to the 
state; Cook, Madison, and Kane nearly 
equaled the state’s average increase. St. 
Clair, LaSalle, and particularly, Rock 
Island, experienced almost no growth 
after 1947. It is interesting to note that 
in Rock Island County the industry 
group “tractors and farm machinery,” 
accounting for more than 60 percent of 
the manufacturing workers in 1947, 
added practically no workers from that 
date to 1953. 

Disproportionate growth of major 
industrial significance between 1947 
and 1953 was concentrated in the 
northeastern area of the state and far 
exceeded the rate of expansion in that 
area prior to 1947. The Chicago area 
counties — DuPage and Will — grew 
particularly rapidly and ranked second 
and third, respectively, in percent 
change and quotient of comparative 
change in the state. Outside of the 
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industrialized northeast; the effect of 
cessation of the artificial controls and 
stimulants of the wartime period is 
striking. Through the central area of 
Illinois, above-state-average industrial 
growth is evident (Chart 3), and in 
many of these 11 counties the rate of 
expansion was much greater than that 
registered between 1939 and 1947. The 
many counties showing an absolute de- 
cline in number of manufacturing 
workers (Chart 3) implies that war- 
supported industrial expansion, evident 
in every mapped county, could not in 
all cases be maintained in the postwar 
period. The declines are particularly 
evident in the western and southern 
sections of the state. Noteworthy is the 
case of Peoria, in 1939 and 1947 one 
of the ranking industrial counties, but 
off the list in 1953. In this latter case, 
a major portion of the absolute decline 
was registered in the industrial group 
“food and kindred products,” presum- 
ably in that group’s major local item, 
distilleries. 
iI. 

Although change in number of man- 
ufacturing workers is an important 
criterion of economic-geographic sig- 
nificance, it is well to examine the 
related indexes of number and -size of 
manufacturing establishments. 

When change in number of manu- 
facturing establishments is measured 
(Chart 4), areas where growth was less 
than the state average are more im- 
portant and widespread than areas with 
a greater-than-average growth. Except 
for the northeastern area of the state 
— where increase in number of manu- 
facturing workers was paralleled by 
increase in number of establishments 
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— none of the major industrial counties 
equaled even the relatively low increase 
in manufacturing establishments char- 
acteristic of the state as a whole. Also, 
the state as a whole showed a signifi- 
cantly lower rate of increase in number 
of establishments than did the United 
States. This state-nation disparity is ob- 
served for the entire study period and 
for each of its segments. 

Comparison of Charts 1 and 4 im- 
plies an Illinois trend toward increas- 
ing average size of manufacturing 
establishments. Illinois is, in fact, lead- 
ing a similar national trend. Between 
1939 and 1953, the nation experienced 
a 64 percent increase in number of 
establishments and an 84 percent in- 
crease in number of manufacturing 
workers; Illinois nearly equaled the 
national increase in workers (83 per- 
cent), but had only a 52 percent in- 
crease establishments. In 1939 
Illinois had an average size of estab- 
lishment (49 workers) only slightly 
greater than the United States average 
(45 workers). By 1953, Illinois far ex- 
ceeded the national average size of 
establishment (Illinois, 74; United 
States, 61). Not only did Illinois lead 
the nation in this trend, but the rank- 
ing industrial counties in general led 
the state (Chart 5). Of the 10 major 
counties in 1953 (Table 1) eight 
equaled or exceeded the state rate of 
increase; only Kane and Winnebago 
fell behind. Many of these average-to- 
high quotients of comparative change 
indicate a large absolute growth as well. 
In the case of Tazewell, for example, 
the increase was from 170 workers per 
establishment in 1939 to 403 per estab- 
lishment (highest in the state) in 1953. 
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In the cases of Cook and Peoria coun- 
ties, on the other hand, although they 
registered quotients of comparative 
change of at least 1.0, both had a 
relatively small average size of estab- 


lishment in 1939 and 1953. 


IV. 


A revealing summary of many as- 
pects of the industrial structure of 
Illinois is afforded by Chart 6 — show- 
ing the location quotient of manufac- 
turing workers as a percentage of non- 
agricultural employees, based upon a 
United States average. As already 
illustrated by Chart 1, the northern 
portion of the state underwent a rapid 
increase in number of manufacturing 
workers between 1939 and 1953. Chart 
6 emphasizes the fact that this area was 
not only significant within the state, 
but also represented an important con- 
centration of manufacturing activity 
when measured on a national basis. 
Nearly all the counties of the northern 
one-fourth of the state show location 
quotients above 1.1. Included in this 


group are all but three of the 10 rank- 
ing industrial counties of Illinois. Only 
Madison, St. Clair, and Tazewell 
among the 10 lie outside the northern 
area. All 10 of the ranking counties 
show their industrial significance on 
the United States base. Even Rock 
Island and LaSalle counties, previously. 
cited in intrastate comparisons as de- 
clining relatively in industrial signifi- 
cance, are here seen to be _ highly 
industrialized on the national scale. 

When even those counties which are 
of declining significance within the 
state prove to be highly industrialized 
on a national basis, one has a dramatic 
exposition of Illinois’s high rank as an 
industrial state. This reasoning is sup- 
ported statistically by the fact that in 
Illinois 45 percent of all nonagricultural 
workers are engaged in manufacturing, 
whereas for the nation as a whole only 
40 percent are so employed. Nonethe- 
less, the state’s rate of growth in num- 
ber of manufacturing workers has not 
kept pace with that of the nation since 
1947. 
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THE TERM “depressed local labor mar- 
ket” is comparatively new, but the 
existence of such markets has been a 
problem recurring many times in the 
American economy. Ghost towns aris- 
ing from abandoned mines have been 
a familiar part of the history of the 
West. More recently some industrial- 
ized areas of the nation have faced the 
problem of continuous unemployment 
arising from the loss or decline of a 
major industry. The growing awareness 
of and concern over the problem is 
reflected in the fact that the United 
States Department of Labor’s Bureau 
of Employment Security has _ been 
studying “labor surplus” areas in re- 
sent years.’ 

The Bureau has been classifying 
major employment areas according to 
the adequacy of labor supply since the 
sarly days of World War II. Follow- 
ng the revision of the system of classi- 
ication in May, 1955, the areas have 
een subdivided into six groups in ac- 
ordance with the current level of un- 
mployment in relation to the size of 
he labor force, changes in employment 
n comparison with several recent pe- 
iods, each area’s unemployment out- 


* Concern is also reflected in the fact that 
me section of the President’s Economic 
teport (1956) deals with causes of de- 
yressed areas and possible solutions to the 
wroblem. See page 31. 


look as reflected in employer estimates 
of manpower requirements, the size of 
an area’s labor demand in relation to 
its supply, and the seasonal pattern of 
local employment and unemployment 
These 
area’s labor situation as compared with 
other areas in the country. The BES 


fluctuations. items reflect an 


system of classification is shown in 
Table 1. 

This paper explores possible solutions 
to the unemployment problem facing 
areas which may now be approaching 
a labor-surplus situation. To do this, 
it is necessary to examine the causes 
of the problem. By using the Depart- 
ment of Labor’s classification, discussion 
is automatically limited to industrial, 
as opposed to agricultural, employment. 


Table 1. BES Classification of 
Labor Surplus Areas 


Number of 

Percent of areas in 

Group unemployment | category 

in labor force* | January, 

1956» 

Te eh aie hw ery O- 1.4 0 
1b Ati) Boaete MnenTeus Ngo Doe) 47 
(Cas eta, Shree Sell Dew) 83 
1D )Riaiite, Gupairshone GOO 10 
Dy, cere caran tena DROSS 4 
LSI ee oh eae i 12.0 or more 5 


2 Of at least four months’ duration. 

b Bureau of Employment Security, Zhe Labor 
Market and Employment Security, February, 1956, 
fox ails 
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Table 2. Duration of Labor Surpluses 


| 

& 

i 
1 


3] 
4 
; 
: 
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Classification | First appearance |Number of times } 
Area February, in surplus in category out 
1956 category of 28 reports ~ 
Ailtoonay Pan.pe is ate eugene ee D July, 1951 28 
Wawnrence,, Miassiaimeran niet: see eres iE July, 1951 28 
Wowell, Mass seen cans coe ps on eee >. D July, 1951 28 
Providence, (Re Us nee meee eee D July, 1951 28 
Scranton, Pa apy. mervestr cree ee ser E iyaly, 1950 28 
MleccedLiaute etn pear eee eer E July, 1951 28 t 
Wilkes-Barre—Hazelton, Pa............ EF July, 1951 28 
shrevillesNG G2 ewascie ee ae ae tins D Sept., 1951 2h . 
Atlantic CitysnNG Neocron ant eestor E Nov., 1951 26 i 
DurchaniyiN ese sai ei. dete eines ie tars D May, 1952 2S 
Mayaguez, Pa pie ere eens re F May, 1952 25 
PonCes AP Re a ca acs eo ckekea ete So ae ees EF May, 1952 23 
San Juan,}P. Roe s p eee eee. eeenensee D May, 1952 2S it 
Ml ACOMA WV ASH sone 7 Oe clk ee wale abel sucuaegaia es D July, 1952 20, 1 | 
(fobnstowin. shaper creme ee Seria cents E May, 1953 17 
Gharleston, WAViasiterriods: fener E Mar., 1954 ie, 
Duluth, Minn.—Superior, Wis.......... D Mar., 1954 12 
iG er as ea, ee net a er re, Reece D May, 1954 11 
De reeilliesibntob. SA ve awemc ae aonaseace D May, 1954 if 


Source: Bureau of Employment Security. 


The duration of the labor surplus in 
the 19 current labor surplus areas is 
listed in Table 2. The figures are mis- 
leading in that many of these areas 
were depressed long before the estab- 
lishment of the “depressed” classifica- 
tion in July, 1951. 

Three of the areas are New England 
textile centers which have lost their 
major livelihood with the movement of 
textiles to the South: Lawrence, Mas- 
sachusetts; Lowell, Massachusetts; and 
Providence, Rhode Island. “Another 
five are coal-mining areas adversely 
affected by the increased reliance on 
other sources of power: Scranton, 
Wilkes-Barre — Hazelton, and Johns- 
town, Pennsylvania; Terre Haute, Indi- 
ana; and Charleston, West Virginia. 
Seasonal industries caused the problem 
in five more: Asheville, North Caro- 
lina, and Atlantic City, New Jersey, 
are resort areas; Durham, North Caro- 
lina, has seasonal tobacco employment; 


‘ing; and Duluth, Minnesota-Superior, 


1 
j 


Tacoma, Washington, seasonal lumber- 
Wisconsin, seasonal ore and _ grain 
transportation. Altoona, Pennsylvania, 
is a center for the production and 
maintenance of railroad locomotives; 
Erie, Pennsylvania, also makes railroad. 
equipment and in addition refriger- 
ators; Evansville, Indiana, produces 
refrigerators and motor vehicles. The 
three cities in Puerto Rico are apparel 
centers and lack general industrializa- 
tion.” Actually the introduction of di- 
versified industry would solve the 
problems of any of these areas. The 
real question is how to do this. 


Possible Solutions 


The Federal government lacks the 
authority to aid cities directly, but 


*In addition there are numerous smaller 
market areas, such as Harrisburg, Illinois, 
having substantial labor surpluses which are 
not covered in the régular reports of the 
Bureau of Employment Security. 
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luring the Korean War and since, an 
ffort has been made to channel gov- 
rnment contracts to labor surplus 
reas. The Department of Defense may 
lot up to 20 percent of military pro- 
urements to factories in the labor sur- 
lus areas provided the bids of these 
actories match the lowest bids from 
ther sections of the country. This has 
ought charges of discrimination and 
las been, in addition, only a stopgap 
measure. In other cases the govern- 
nent has attempted to maintain de- 
mand by stockpiling the products of 
he affected industries. The Reconstruc- 
ion Finance Corporation could and 
lid make loans to businesses in these 
reas, but again this did nothing to 
atroduce new industries, but only 
erved to maintain those that were in 
rouble. 

The Republican administration has 
uggested placing the responsibility on 
he communities, helping them to help 
hemselves. As suggested in the Eco- 
omic Report of the President® they 
ropose to set up an area assistance 
dministration to provide technical as- 
istance to depressed areas and capital 
or long-term improvements when pri- 
ate capital is lacking. In addition, the 
fousing and Home Finance Adminis- 
ration would give priorities to requests 
yr financing public facilities. The pro- 
ram is completed with the suggested 
sordination of the United States Em- 
loyment Service inter-area placement 
cilities, lending by the Small Business 
dministration, and vocational educa- 
on by the Department of Health, 


*Economic Report of the President 
Washington: U. S. Government Printing 
fice, 1956), pp. 62-63. 


Education, and Welfare. Similar pro- 
posals have been made by Democratic 
leaders. Senator Douglas has proposed 
a bill which would greatly (as com- 
pared with the Administration’s pro- 
posal) increase the role of the Federal 
government and reduce the primary 
responsibility of the local governments.* 

Individual states have done little or 
nothing. Some areas lie on state boun- 
dary lines and are thus beyond the 
responsibility of a single state. State 
aid has been limited, therefore, to the 
provision of unemployment insurance 
for a limited period for those workers 
thrown out of their jobs. 

The only solutions which have been 
at all effective thus far have been un- 
dertaken at the local level under pri- 
vate initiative. Industrial leaders in 
many New England towns and else- 
where have started private industrial 
foundations to encourage the entry of 
new industries into the area. The capi- 
tal thus raised by contributions is put 
into a revolving fund which is used to 
construct new factories in attractive 
locations with central utility services. 
These factories are then rented and 
eventually sold to industries lured by 
the labor supply and the factory space. 
The aim has been to establish a di- 
versified selection of small industries 
rather than any one major industry.® 


* Further details of the two positions can 
be found in bills H. R. 8220 (the Adminis- 
tration’s bill) and S. 2663 (the Douglas 
bill). 

>The Randall Commission included in 
their staff papers a statistical survey of 18 
such community plans showing their suc- 
Commission on Foreign Economic 


(Wis ash 


cess. 
Policy, Staff Papers (Washington: 
Government Printing Office, 1954). 
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An Alternative Proposal 


The plan proposed here does not 
pretend to aid _ those with 
seasonal problems nor those which are 
now seriously depressed. Instead it is 
intended as a preventive measure for 
those areas which may become de- 
pressed in the future. The basic idea is 


areas 


to create a reserve fund from munici- 
pal revenues when the employment 
situation is good. This reserve would 
be available for use to attract new in- 
dustry, or in a serious nationwide de- 
pression, to aid the individual workers 
by means of work projects and so on. 
The plan’s coverage would be broader 
than an individual municipality. It 
would encompass all the municipalities 
within a given labor market. However, 
the success of the plan does not depend 
upon its use by all local labor markets; 
any single market could operate such 
a plan effectively by itself. The organi- 
zation might take the form of an inter- 
municipal commission which would 
plan the use of the funds that the 
municipalities would contribute on the 
basis of the size of their budgets. Al- 
though the benefits would be planned 
for the area as a whole, it is evident 
that each municipality would benefit 
in relation to its size, hence in relation 
to its contribution. The commission 
would be appointed by joint action of 
the municipalities, but the individual 
commissioners would not represent a 
particular municipality. 

The commission would be authorized 
to plan the use of funds, but not the 
timing of expenditures, since any plan 
to be really effective must be as auto- 
matic as possible in operation. This 
would remove the possibility of raids 


on the funds or a diversion of them to | 


other uses. In-payments might begin 
when unemployment in the area was 
under 6 percent and continue until 
unemployment exceeded the 6 percent 
mark for four consecutive months. (In 
all but the specialized resort, tobacco, 
and ore-shipping areas this should 
eliminate the seasonal trend.) The in- 
payments might continue at the rate of 
4 percent of the annual revenues of 
the municipal governments involved 
until their total contribution to the 
fund was equal to 40 percent of the! 
average of their budgets over the past 
five years. At this point extra revenues 
could be used for local tax reduction. 

If the unemployment rate for this 
local labor market exceeded 6 percent 
at a time when the national rate was 
less than 6 percent, the reserves would 
be used for the expansion of employ- 
ment opportunities in the area. This 
might take several different forms. A 
program of retraining for skilled or 
semiskilled workers could be sponsored: 
for example, retraining the textile 
workers of New England to enable 
them to work in chemical or machine- 
tool plants. Another possibility would 
be the use of the funds to develop the 
resources of the area. This might range 
from harnessing power of local streams 
through the construction of hydroelec- 
tric dams to exploring for possible 
mineral resources. The development of 
the resources could then be accom- 
panied by advertising or public notice 
to attract business firms. 

The third possibility open to the 
planning commission would be to con- 
centrate on attracting new industries 
to the area by other devices. The com- 


ae 
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mission could operate as the privately 
created development commissions have 
worked in some areas, but with more 
money at its disposal. Good industrial 
sites could be picked out and made 
more attractive through the introduc- 
tion of the municipal services — water, 
power, sewerage, and fire and police 
protection. The revolving-fund concept 
could be brought into use with the 
erection of several factory buildings 
which at first could be rented and 
eventually sold. The rent would more 
than cover any taxes which would have 
been levied on this land if it were not 
owned by the city. While a gaudy ad- 
vertising campaign could easily do 
more harm than good by damaging the 
prestige of the area, some public notice 
would, of course, be necessary.® 

At a time when only isolated local 
labor markets are suffering depression, 
a policy to encourage new industries 
ought to be effective. Perhaps 75 per- 
cent of the available funds could be 
used for this, with the remaining 25 
percent going to increase welfare bene- 
fits. However, in time of nationwide 
depression or recession there is little to 
be gained by trying to attract industry 
from other areas. In times when un- 


®° These three possible means of develop- 
ment will not be more fully discussed here 
because community development has been 
well treated in the literature. See, for ex- 
ample: John Chamberlain, ‘Depressed 
Areas: There Need Be None if Men Take 
Action for Themselves,” Barron’s, Vol. 34 
(January 11, 1954), p. 2; Philip P. Green, 
“Local Government’s Role in Industrial De- 
velopment: Some Legal Considerations,” 
Popular Government, Vol. 20 (March, 
1954), pp. 6-9; and Malcolm C. Neuhoff, 
“Trends in Industrial Location,” in Financ- 
ing Metropolitan Government (Princeton: 
Tax Institute, 1955), pp. 13-22. 


employment in the nation is also over 
6 percent, the funds could all be turned 
toward public works projects. 

The rate of spending from the funds 
must be considered. Are heavy initial 
expenditures desired or are the funds 
to be stretched out over a period of 
years? The answer to this problem can 
be found in the severity of unemploy- 
ment on the local scene. If unemploy- 
ment were from 6 to 9 percent, then 
25 percent of the total reserves might 
be spent in a year. If unemployment 
were over 9 percent of the labor force, 
then 50 percent of the reserves could 
be spent annually. The relatively rapid 
expenditure of the funds can be justi- 
fied by the fact that with the Employ- 
ment Act of 1946 the Federal gov- 
ernment has assumed at least limited 
responsibility for employment in the 
long run. 

It is important at this point to notice 
that although each municipality has 
contributed to the reserves in propor- 
tion to its budget, the money is not 
redivided for expenditure. The assump- 
tion is made that money spent to create 
jobs in any part of this labor market 
area will benefit the entire area. The 
jobs may be created in town X, but 
they will be filled by men from towns 
Y and Z as well as from X. It is to be 
expected that towns Y and Z might 
resent a new factory in X, but a com- 
promise might be that the next new 
factory would go up in one of their 
towns. At the time of the formation 
of the commission no one town receives 
priority; it is understood that circum- 
stances, such as the availability of land, 
will determine factory locations.’ 


" Welfare benefits would, of course, be dis- 
tributed on the basis of contribution. 
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Table 3. Proposed Plan as Applied to Erie, Pennsylvania 


Total In- Out- Total Fund 
Be budget payments | payments reserves limit 
OA G epee crs ebs cre $2,531 ,000 $101 ,240 $101 ,240 
DAG ate nate rites heres Oe 2,794,000 111,760 213,000 
AAG Stelter, abe as 2,962,000 | 118,480 331,480 
OA ere Fa eines a he sto i 4,253,000 ilale mens) $ 74,132 370,661 
ROSO Mest eee a 4,170,000 55,600 123,554 302 ,707 $1,336,800 
HOS izes. 5 tone lee cae 4,339 ,000 173 ,560 476,267 1,481,440 
DO DD e cea cache ees oe spe 4,978 ,000 199,120 675 ,387 1,656,160 
MO SOM etn se eee: 5,034,000 201 ,360 876,747 1, 8215920 
OSA patton aNee oie eee 5,200,0002 |} 69,333 157 ,680 788,400 1,897 ,680 
ODS fete cae etc ciee- acne eel eens care = 0 197 ,100 591 ,300 
® Estimate. 


> No information. 


Source: The Municipal Yearbook for the years 1940 to 1955. (Chicago: The ae 


City Managers’ Association.) 


The reserves must be kept in a rela- 
tively liquid form. For this purpose 
short-term Federal obligations would 
be quite satisfactory. There would be 
a good market for these, -particularly 
in cases when only scattered areas are 
depressed. 


An Application of the Plan 


The details of this plan will become 
clearer when we consider its applica- 
tion to one specific local labor market 
area. For this purpose we will use Erie, 
Pennsylvania, which first appeared on 
the list of surplus labor areas in May, 
1954, and has remained on it ever 
since. The labor market covers all of 
Erie County, which has a population 
of about 220,000. In addition to the 
city of Erie, the area includes five 
other cities having populations over 
2,000, and 12 smaller towns. Half of 
the nonfarm wage and salary workers 
are employed in factories, with two- 
thirds of all manufacturing jobs 
concentrated in five durable goods in- 
dustries — _ nonelectrical machinery, 
transportation equipment (railroads), 
primary metals, fabricated metals, and 


electrical machinery. Unemployment 
has resulted primarily from cutbacks 
in nonelectrical machinery and to a, 
lesser extent in electrical machinery. 


Over half of the jobless are women, 


.and almost two-thirds are in semi- 


skilled occupations. 

Table 3 shows the result of applying | 
the reserve plan to the city of Erie 
alone, as financial information for the 
smaller towns is not readily available. 
Such information would be available: 
at the local level and would not change} 
the relationships in the table. Only the. 
absolute amounts would be increased. 
It is assumed here that the plan went: 
into effect January 1, 1946. Erie had a 
labor shortage in the immediate post-. 
war years, but from then until May, 
1954, it had a “moderate” (1 to 6 per-. 
cent) surplus of labor with the excep- 
tion of the period from September, 
1949, to September, 1950, when it was 
listed as having 7 to 11.9 percent un- 
employment (according to an earlier 
Department of Labor classification). 
Hence during the final third of 1949 
no in-payments would have been made 
and one-third of a 50 percent out- 
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payment would have been made at the 
completion of the fourth month of 
unemployment in excess of 6 percent.® 
In 1950 two-thirds of a 50 percent 
out-payment would have been made 
and in the latter months one-third of 
a year’s in-payment. From September, 
1950, through April, 1954, regular in- 
payments would have been maintained 
since unemployment was under 6 per- 
cent. Total budget figures are not 
available for 1954 or 1955, but an 
estimate for 1954 is made to indicate 
_ approximately what the in-payment 
for the first third of the year would 
have been. Beginning May 1, 1954, in- 
payments would have stopped com- 
pletely with out-payments of 25 
percent of the total reserve funds as of 
that date ($946,080) being made an- 
nually. 

In each of the years of out-payments 
indicated in the table, the funds would 
have been divided: 75 percent to en- 
courage new industries and 25 percent 
to increase welfare benefits. If national 
unemployment had been over 6 percent 
at these times the funds would have 
gone into local public works schemes. 


Possible Problems 


There are four sets of problems in 
the implementation of this plan. The 
primary question is, of course, how to 
convince legislators in good times that 
they must plan for the possibility of 
unemployment and depression in the 
future. Budgetary additions are unpop- 
ular with voters even in the most pros- 
perous years. Another political problem 


5 The 50 percent figure is used arbitrarily 
here because there is no information on the 
actual percentage of unemployment except 
for the 7-11.9 percent range. 


is the authority to establish reserves. 
About half of the states allow their mu- 
nicipalities to set up reserves; in the 
remainder special permission would be 
required. In some cases permission 
would also be necessary to form an in- 
termunicipal commission for the ad- 
ministration of the scheme. Further 
complications might arise in the event 
that the labor market area overlaps 
state boundaries. The third problem to 
be solved is the creation of cooperation 
among the units involved. The proposal 
must be acceptable to the major city 
in the area, as it would be impossible 
for the smaller units of government to 
operate by themselves. However, the 
latter would find great value in a plan 
which was acceptable to the major 
population centers. In turn, the large 
cities should not be too difficult to con- 
vince of the merits of the plan, since 
they feel a depression much more 
severely. 

In the fourth place this proposal 
faces the same difficulties as any other 
reserve plan. Ever present are the dan- 
gers of raiding of the funds and the 
problem of defining what normal con- 
ditions are. In this plan we have arbi- 
trarily defined any time when unem- 
ployment is under 6 percent as normal. 
Valid arguments could be made for a 
figure within a percentage point either 
way of this amount, but the choice 
seems most satisfactory since the De- 
partment of Labor uses 6 percent un- 
employment to define a surplus labor 
market.? The rates and times of in- 
payments and out-payments must be 


® The Eisenhower proposal would have aid 
start when unemployment in the area has 
exceeded 8 percent for two years. 
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clearly defined in the initial legislation 
to prevent the funds from being used 
for political purposes. 

In summary, the major benefit of a 
project of this sort is to enable an area 
to put itself on a sound economic basis 
without outside help. It is a plan with 
excellent local countercyclical effects 
at a time when the rest of the nation 
is not experiencing a downturn. The 
use of such a program should prevent 
the necessity for tax increases in poor 
times and in general would make the 
area a more attractive one in which 
to live. 


Finally, the commission would be 
available as an agency to disperse Fed- 
eral aid in case of a nationwide de- 
pression when local resources are de- 
pleted.2? If a labor market was 
“permanently depressed” and _ local 
funds were simply not available, funds 
from higher levels of government could 


be handled through these commissions. 


© The Federal government could encour- 
age the establishment of these plans by rec- 
ognizing the commissions as dispersal agents 
for Federal relief funds. 


The Physiocrats and the Growth 
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Haro.p G. VATTER 
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IT IS PROPOSED to deal here with two 
connected questions regarding the his- 
torical significance of Physiocratic 
thought. The first deals with the impli- 
cations of some of the Physiocratic doc- 
trines for the transition in France to a 
modern capitalistic economy. The sec- 
ond question relates to the implications 
of Physiocratic thought for the problem 
of growth in certain of the so-called 
less developed economies of the mid- 
twentieth century. 

The justification for reopening the 
issues contained in the first question 
stems from a likely contemporary rele- 
vance of the second. This seems reas- 
onable, once it is recalled that the 
views under consideration were pro- 
jected in an epoch strategic for the 
transition from late feudal conditions 
to modern industrial society (capital- 
istic in this case). It is not necessary to 
deal at length, however, with the simi- 
larities between many less developed, 
agrarian, quasi-feudal economies of 
today and eighteenth century France. 

It should also be recalled that clas- 
sical political economy received an 
impelling practical impetus from the 
concern with the varying levels of 
wealth development in different coun- 
tries in the eighteenth century’ and 
endowed us with the first scientific 


1See W. Bagehot, Economic Studies 
(Stanford, California: Academic Reprints, 
1953), p. 84. 


treatment of economic growth.? This 
fact affords a striking methodological 
parallel with the contemporary interest 
(albeit in a new setting and for differ- 
ent reasons) in the “natural progress 
of opulence.” 


if 


It is not the present purpose to make 
a general appraisal of the Physiocratic 
perspective and policy proposals. The 
general interpretation employed, how- 
ever, is simply stated. The Physiocrats 
unquestionably had a _ conservative 
bias.* Their fiscal proposals may well 
have been designed by them to rehabil- 
itate the 
French monarchy. They undoubtedly 
were inclined to identify in their own 
minds the natural order with the status 
quo. And finally, on the formal level, 
they elaborated a “circular flow” rather 
than a “growth” model. Despite their 
orthodox and formally static perspec- 
tive, the objective meaning and impli- 
cations of their theory and policy rec- 
ommendations were on the whole 
inimical to the ancien régime and con- 
tributory to the emergence of capital- 


finances of the moribund 


* See the excellent discussion by A. Lowe, 
“The Classical Theory of Economic 
Growth,” Social Research, Summer, 1954, 
pp. 127-58. 

®See Gunnar Myrdal, The Political Ele- 
ment in the Development of Economic 
Theory (Cambridge: Harvard University 
Press, 1954), p. 31. 
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istic forms of economic development.* 

It is today a generally accepted prin- 
ciple of development for economies in 
the largely pre-industrial stage that 
there are at least three interrelated 
desiderata with respect to the role of 
agriculture in the total growth process: 
an increase of agricultural output; the 
release of cultivators from feudal tenure 
restrictions with their accompanying 
lack of personal incentive, inefficiency, 
low productivity, and underemploy- 
ment; and the achievement of condi- 
tions favorable to the investment of 
capital. These objectives are found at 
the heart of the Physiocratic analysis 
—are, in fact, central to their, whole 
system. 

The reasons for this particular em- 
phasis in the Physiocratic agrarian 
perspective have been suggested in the 
well-known interpretation of Norman 
J. Ware:® The Economistes were mem- 
bers and spokesmen for the new class 
of commoner land owners, found par- 
ticularly in the north of France, who 
were operating large farms on a capi- 
talistic basis somewhat after the English 
model, with wage labor and more mod- 
ern techniques. This positivistic expla- 
nation has its limitations, but it does 
reinforce the general hypothesis that 


*This last generalization is made in full 
cognizance of the limitations contained in 
their one-sided emphasis upon agricultural 
development. It should be recalled that the 
Physiocrats did not attack industrialization; 
they merely neglected to appreciate fully its 
role in growth. Any other interpretation of 
their doctrine of sterility appears hardly 
authentic. Further discussion of this appears 
later. 

° “The Physiocrats: A Study in Economic 
Rationalization,’ American Economic Re- 
view, Vol. 21, No. 4 (December, 1931), 
pp. 607-19. 
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the school represented the coming eco- 
nomic order in general, and the de- 
velopment of capitalistic agriculture in 
particular. 

The stress on efficiency, increase in 
output, release of the under-utilized 
population on the land, the unproduc- 
tive consumption of many among the 
agrarian labor force; the attack on 
semifeudal peasant organization; and 
the emphasis on the necessity to make 
provision for replacement of fixed and 


circulating capital are well expressed , 


in a notable passage from Quesnay’s” 
Explication: 


We are not speaking here of small-scale 
cultivation carried on with oxen, in which 
more than a million plows would be 
needed, & about 2,000,000 men to ex- 
ploit 40 million acres of land, which 
would yield only two-fifths as much as 
large-scale cultivation does. This small- 
scale cultivation to which the Cultivators 
are reduced, from lack of riches to make 
the original advances, is carried on at the 
expense of the landed property itself, em- 
ployed to a great extent for the expenses, 
& by excessive annual expenditures for 
the subsistence of the multitude of men 
occupied in this form of cultivation, which 
absorb almost all the product. This un- 
grateful cultivation, which reveals the 
poverty & the ruin of the Nations where 
it prevails, has nothing to do with the 
order of the Table, which is arranged on 
the basis of half of the employment of a 
plow, where the annual advances can, in 
conjunction with the fund of original ad- 
vances, produce one hundred per cent.° 


In the context of the present discussion 
it does not matter that the Physiocratic 
norms of agricultural organization were 
out of keeping with the actual future 
development of French farming, which 

“See A. E. Monroe, Early Economic 


Thought (Cambridge: Harvard University 
Press, 1924), p. 346. 
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was, of course, primarily in the direc- 
tion of peasant production.’ Indeed, 
the formation of a class of small peas- 
ant proprietors appears to be the goal 
of agrarian reform in the less developed 
countries of Asia at the present time.® 
What does matter is their vision into 
some of the basic requirements of 
growth in agriculture in an economy 
confronting the transition from quasi- 
feudal conditions to more developed 
social forms. 


II. 


In the complex of factors just cited, 
the strategic one to Quesnay was the 
protection of the funds (in real terms) 
properly destined for replacement and 
accumulation of fixed and working 
capital. This was of course congenial to 
the perspective of an entrepreneur as 
a producer, just as the insistence upon 
the bon prix and freedom of trade was 
congenial to the perspective of the 
entrepreneur as a seller. At the same 
time, such an emphasis was clearly 
antifeudal in the case of Physiocracy, 
just as it would be antifeudal in many 
less developed countries today. In such 
economies the landed aristocracy and 
the state drain off the net product of 
the working farmer, and in addition 
are likely to siphon off a portion of the 
product which should be retained by 
the producer for replacement of both 
the laboring population itself (hence 
there is malnutrition and starvation) 
and the implements of production. In 
modern colonial economies, of course, 


7I am indebted to the late Professor Leo 
Rogin for this point. 

8 See United Nations, Department of Eco- 
nomic Affairs, Land Reform (New York: 
Columbia University Press, 1951), pp. 68- 
69. 


there is likely to be added a further 
drain in the form of transfers to the 
metropolitan economy.?® 

Hence the Physiocratic attack against 
the encroachment by the state and by 
landlords upon the real fund for in- 
vestment in agriculture is widely ap- 
plicable today, as it was in the case of 
eighteenth century France. By what- 
ever name, the lifting of the corvée, the 
abolition of the rights of wardenship 
and privilege, the reduction of the 
taille, and the elimination of tax 
exemptions for the nobility are every- 
where necessary in order to free agri- 
culture and investment in agriculture 
from feudal burdens. 

These demands, in the case of the 
Physiocrats, merged with a larger at- 
tack upon the social institutions of 
lingering feudalism in the form of 
(1) their criticism of the luxury con- 
sumption of the nobility and the state 
bureaucracy;*® (2) their hostility to- 
ward the state-supported artisan pro- 
duction organized under outmoded 
guild regulations and nurtured by Col- 
bertian mercantilism; and (3) their 
proposal for an impédt unique on the 
proprietary class. These will be dis- 
cussed in order. 


III. 


With regard to the criticism of the 
luxury consumption of the aristocracy, 
it is now an acknowledged principle of 
economic development that such con- 
sumption is in general inhibitive of 


° See, for example, E. H. Jacoby, Agrarian 
Unrest in Southeast Asia (New York: Co- 
lumbia University Press, 1949), p. 137. 

20To which might be added their attack 
upon hoarding by the nobility and the rich 
merchants. 
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growth since it encourages inefficient 
handicraft, fails to stimulate large-scale 


production, channels resources into 
nondevelopmental employments, and 
squanders foreign exchange.’! The 


Physiocratic charge that it impinges 
upon the provision for real investment 
further reinforces this principle. Pru- 
dent or “productive” consumption is 
one of the major prescriptions for pol- 
icy implicit in the Tableau.” 

It is in connection with the attack 
upon the luxury consumption of the 
rich that the Physiocratic, brand of 
equalitarianism stands out most sharply. 
The equalitarian strand, of course, finds 
congenial currents of a fundamental 
sort in the present day. 

The modern implication of the criti- 
cism leveled against luxe de décoration 
guild production is equally clear. The 
whole question of industrialization is 
of course involved here. In western 
Europe and England industrial de- 
velopment occurred largely by circum- 
venting the centers and the economic 
arrangements of craft guild production. 
Modern manufacturing got under way 
largely in new urban centers apart 
from the established guild-dominated 
towns and in the countryside. The put- 
ting-out system grew up alongside and 
independent of the old arrangements. 
This is one important reason why in 
western Europe laissez faire was the 
appropriate arrangement to replace 
mercantilist institutions. Thus the anti- 


“See United Nations, Measures for the 
Economic Development of Under-developed 
Countries (New York: Columbia Univer- 
sity. Press, LOSiI\\eep. 39% 

“H. Higgs, The Physiocrats 
Macmillan, 1897), p. 44. 


(London: 
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mercantilism of the Physiocrats in the 
manufacturing sphere was develop- 
mental in its orientation. 

It is by no means certain, however, 
that in the twentieth century the less 
developed countries will abjure state 
participation in developmental pro- 
grams. On the contrary, a wide variety 
of combinations involving state action, 
outright to quasi- 
mercantilist types of arrangement, are 
more typical than not. 

One writer has suggested that the 
cultivators in contemporary underde- 


from socialistic 


veloped economies face great obstacles 
to expansion in agriculture in the 
absence of a program of concomitant 
industrialization : 


Approached . . . via agriculture, an ex- 
pansion of total output would also seem 
to be attainable only through the develop- 
ment of industry. Only through increase 
of industrial productivity could agricultural 
machinery, fertilizers, electric power, etc., 
be brought within the reach of the agri- 
cultural producer. Only through an in- 
creased demand for labor could agricul- 
tural wages be raised and a_ stimulus 
provided for a modernization of the agri- 
cultural economy. Only through the growth 
of industrial production could agricultural 
labor displaced by the machine be ab- 
sorbed in productive employment.” 


This statement does not sound unlike 
the following pronouncement by Mer- 
cier de la Riviére: 


. a great output of commodities can 
acquire great utility only with the aid of 
industry, and... it is necessary for so- 


* P. A. Baran, “On the Political Economy 
of Backwardness,” Manchester School of 
Economic and Social Studies, Vol. 20, No. 
1 (January, 1952), p. 77. See also K. Man- 
delbaum, The Industrialisation of Backward 
Areas (New York: Kelley and Millman, 
1955), pp. vii-viii. 
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ciety to have an industrial class which, by 
aiding the agricultural class, acquires the 
right to share in the abundance of the 
crops. It is thus clear that the number of 
goods available to the agricultural class can 
be increased only by also increasing their 
quantity for all other persons who by 
their work tend to provide a greater variety 
and a greater number of goods to the 
farmer.” 

Indeed Quesnay himself had indicated 
a decade earlier an appreciation of the 
importance of the expansion of manu- 


facturing as well as agriculture: 


The manufacturers of linens and of com- 
mon materials can much increase the 
value of hemp, flax, and wool, and pro- 
cure subsistence to many men who would 
be occupied in these very advantageous 
activities. But... to-day ... the pro- 
duction and commerce of the greater part 
of these goods is almost annihilated in 
France. For a long time the manufactures 
of luxury have seduced the nation; we 
have given ourselves to an industry which 
was foreign to us.” 


The point is, as one writer has shown, 
that the Physiocrats addressed their 
hostility toward the luxury crafts serv- 
ing the ruling few, not toward the 
“production des matiéres de premier 
besoin.”1® However, whereas the Physi- 


* From ‘The Natural and Essential Order 
of Political Societies,” selection reprinted 
in P. C. Newman, A. D. Gayer, and M. H. 
Spencer, Source Readings in Economic 
Thought (New York: W. W. Norton, 
1954), pp. 103-4. De la Riviére’s attitude 
seems not unlike that of the English classi- 
cists: cf. E. McKinley, “The Problem of 
‘Underdevelopment’ in the English Classical 
School,” Quarterly Journal of Economics, 
Vol. 69, No. 2 (May, 1955), p. 248, n. 4; 
pp. 249-50. 

® Oeuvres, ed. Oncken, 1888, p. 193. 
Cited in W. Stark, The History of Econom- 
ics (London: Kegan Paul, 1945), p. 19. 

* Ibid., p. 19. See also G. Weulersee, Le 
Mouvement Physiocratique (Paris: Felix 
Alcan, 1910), p. 578. 


ocrats envisioned a more or less auto- 
matically occurring concomitant de- 
velopment of agriculture and industry, 
the coordination of mutually dependent 
expansion in agriculture and industry 
is accomplished in underdeveloped 
countries today more and more through 
long-term planning based upon the in- 
tervention of governmertt.1? The laissez- 
faire solution is likely to find its his- 
torical place only in the conditions of 
post-mercantilist capitalism in the 
North Atlantic world. On the other 
hand, the Physiocratic prescription in 
behalf of the “rule of law” (normatively, 
Mercier de la Riviére’s “legal despot- 
ism”) as a substitute for a vast political 
bureaucracy of the landed aristocracy 
is a cogent countervailing principle in 
many caste-laden, technologically un- 
derdeveloped cultures of the present. 

Countries with feudal vestiges and 
on the threshold of industrialization 
are not likely to take the Physiocratic 
path of large, capitalistically owned 
and operated estates. Many of them 
have had too much adverse experience 
with the foreign-owned plantation and 
the exploitation of cultivators on do- 
mestically owned estates. 

Such an appraisal does not detract, 
however, from the vision of the Physio- 
crats, who despite their predilection for 
laissez faire and their nominal doctrine 
of the sterility of artisan production, 
saw full well the interconnections. be- 
tween agricultural expansion on the 
one hand and the growth of a guild- 


™ Schumpeter has reminded us_ that 
“Quesnay urged upon government what 
really was an activist policy, and not at all 
one of doing nothing.” J. A. Schumpeter, 
History of Economic Analysis (New York: 
Oxford University Press, 1954), p. 230. 


a 


free industry on the other hand. This 
guild-free industry would be premised 
upon the release of labor from the land 
attendant upon the increase of agri- 
cultural productivity, the provision of 
wage-goods (foodstuffs) by the culti- 
vators to the industrial wage earners, 
and the development of agricultural 
markets for irfdustrial products. The 
Tableau is entirely consistent with such 
changes. As a contribution to the mod- 
ern theory of economic growth in less 
developed areas, these relationships 
indeed show a penetrating insight. 


IV. 


In hindsight it is perhaps fortunate 
that the oppressive tax structure and 
the infamous system of tax farming in 
eighteenth century France provided the 
Physiocrats with the impetus to link the 
problem of public finance with that of 
economic progress. Their proposals in 
the sphere of taxation have been widely 
analyzed, and it is not necessary to 
review the discussion here. For present 
purposes it appears sufficient to call 
attention to five aspects of this Physio- 
cratic fiscal program: (1) it involved 
removal of the taille and other feudal 
tax burdens from the cultivators, thus 
indirectly to inéreased 
productivity; (2) “it proposed transfer- 
ring the burden of taxation to the 
nobility; (3) it threatened to reduce 
the property values of the nobility’® 
and hence stimulate the growth of real 
estate markets and the proliferation of 
(2 ere 
** See Charles Gide and Charles Rist, A 


History of Economic Doctrines (New York: 
D. C. Heath), p. 44. 


contributing 


capitalistic land ownership; 
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avoided taxation of industry; and (5) it 
contributed to the modern democratic 
movement for direct taxation of in- 
come. 

As in other aspects of their theory, 
the antifeudal content of these relation- 
ships is eminently clear. The favorable 
implications for industry are not so 
obvious, but are none the less present. 
Recognition of this orientation again 
gives the clue to whether or not the 
Physiocratic viewpoint is useful for the 
kind of problems confronting agrarian 
economies in the present century. A 
glance at the tax structure in any more 
or less typical underdeveloped country 
will reveal the developmental signifi- 
cance of the Physiocratic proposals in 
the sphere of fiscal policy. These tax 
structures, unlike the Physiocratic pro- 
are characterized by regres- 
sivity;'® emphasis upon consumption 
taxes and other indirect taxes;?° land 
incidence is shifted to 
the cultivator;*? special privileges for 


gram, 


taxes whose 


* See A. R. Burns, Comparative Economic 
Organization (New York: Prentice-Hall, 
1955), p. 696. 

*Tbid., pp. 697-700. One writer has 
pointed out that “... direct taxation, 
notably income taxes, is considered a touch- 
stone of fiscal progressiveness in underde- 
veloped countries.” H. G. Aubrey, “Mexico: 
Rapid Growth,” in H. F. Williamson and 
J. A. Buttrick, Economic Development (New 
York: Prentice-Hall, 1954), p. 540. Cf. 
also, United Nations, Department of Eco- 
nomic Affairs, Public Finance Information 
Papers, Egypt (New York: Columbia Uni- 
versity Press, 1950), p. 2. The issue is not 
simply one of direct versus indirect taxation. 
The taille was, of course, a direct tax. 

“See N. S. Buchanan and H. S. Ellis, 
Approaches to Economic Development (New 
York: Twentieth Century Fund, 1955), p. 
Zoos 
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the landowning strata;?? and taxes 
on the internal movement of goods and 
persons.?? 

It has been suggested** that regres- 
Sive taxation in the developmental 
process of eighteenth and nineteenth 
century western Europe, by raising the 
flow of savings, was a stimulus to ex- 
pansion. Perhaps so. the 
Physiocrats on this point, although out 
of tune with the actual course of fiscal 
practice in subsequent Western eco- 
nomic history, seem to have anticipated 
better the more progressive policies of 
governments of less developed countries 
in the mid-twentieth century. 


However, 


V. 


Finally, there remains perhaps the 
greatest contribution of the Physiocrats 
from the standpoint of the theory of 
economic development: the isolation 
of the net product of the nation’s 
aggregate economic effort. It is not 
that we have anything still to learn 
from the concept of the economic sur- 
plus. Nor need we embrace their tech- 
nical errors in the calculation of the 
net social dividend. There are facts, 
however, which all of us should re- 
member about the Physiocratic social 


2 See H. B. Lamb, “India: A Colonial 
Setting,’ in H. F. Williamson and J. A. 
Buttrick, Economic Development, op. cit., 
p. 493. 

See United Nations, Department of 
Economic Affairs, Public Finance Surveys, 
India (New York: Columbia University 
Press, 1951), pp. 69, 71. 

*4 See B. Higgins, “Economic Development 
of Underdeveloped Areas: Past and 
Present,” reprinted from Ekonomi dan Keu- 
angan Indonesia (Cambridge: Massachu- 
setts Institute of Technology, Center for 
International Studies), pp. 14-15. 


accounting in connection with the tasks 
facing less developed, agrarian coun- 
tries today: (1) the need to make the 
required allocations for capital con- 
sumption before estimating the real 
fund available for expansion ;”° (2) the 
stipulation that maximization of aggre- 
gate net output is a major economic 
goal of society; (3) the necessity to 
distinguish essential consumption from 
“unproductive consumption”®® so as to 
augment the real fund for expansion 
by reducing the latter;?7 and (4) the 
virtues (in this instance) of the 
Physiocratic stress upon the real output 
of primary and secondary industries, 
rather than on money flows or the 
financial provision of money capital.** 
It is no mean tribute to these eight- 
eenth century thinkers to recognize that 
such theoretical formulations are today 
(in more refined form) essential an- 
alytical tools in the hands of private 


** Reference should be made in this con- 
nection to the attendant contributions of 
the Physiocrats to the classification of capital 
inputs (avances fonciéres, avances primitives, 
avances annuelles, and avances souveraines). 

* The “essential consumption” of the 
laboring population need not be bare subsis- 
tence, of course. 

** Ricardo probably put it better than any 
Physiocrat: “When the annual productions 
of a country more than replace its annual 
consumption, it is said to increase its capital; 
when its annual consumption is not at least 
replaced by its annual production, it is said 
to diminish its capital. Capital may there- 
fore be increased by an increased production 
or by a diminished unproductive consump- 
tion.” Principles of Political Economy and 
Taxation (London: Everyman’s Library, 
1937 reprint), p. 94. 

*8 Not that the latter can be ignored. But 
where there is the expectation of produced 
utilities, we can now usually take care of 
the financing. 
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managers and public planning agencies 
in underdeveloped countries every- 
where. 

In summary, it should be emphasized 
that no analogy is intended between 
the French transition to a capitalistic 
country with small peasant farms and 
the present-day industrialization process 
in less developed countries. It is mainly 
the conceptual tools which, with appro- 
priate modification and refinement, can 
be transferred from the one context to 
the other. It has been suggested that 
the Physiocrats were, because of what 
Schumpeter has called their “vision,” 
substantial contributors to the analyti- 
cal equipment needed for~the .theo- 


retical treatment of economic growth. 
contributions have 
been outlined here. It has also been 
indicated that their vision is intimately 


These analytical 


connected with their antifeudal orien- 
tation, an orientation which is there- 
fore not only modern, but which also 
makes many of their ideas relevant to 
the needs of quasi-feudal, underdevel- 
oped economies today. The point is 
expressed poignantly by De Tocqueville 
who, with reference to the Physiocrat 
Mirabeau, spoke of “the spectacle of a 


feudal character invaded by democratic © 


ideas.”’?° 


* Quoted in H. Higgs, The Physiocrats, 
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URBAN TRANSIT in the United States, 
having almost completed major read- 
justments arising out of the develop- 
ment of rubber-tired transit vehicles 
and the competition of the automobile, 
has become the subject of increased 
interest in the last few years. There are 
two primary reasons for this interest: 
(1) the problem of ensuring continued 
operation of transit systems in small 
cities, in view of a continuing decline 
in traffic, and (2) the realization that 
expressways may not solve the traffic 
problems of metropolitan areas, but 
may in fact aggravate them, and thus 
that private-right-of-way rail service, 
long regarded as obsolete, may offer 
the best solution in such areas. Metro- 
politan transit problems have received 
extensive attention in a recent issue of 
the Bulletin of the Urban Land Insti- 
tute,’ in a series of reports by the 
Chicago Transit Authority,” in a very 
extensive study by the San Francisco 
Bay Area Metropolitan Rapid Transit 
Commission,® in a study published by 
the Brookings Institution,* and by 
special studies in various metropolitan 
areas, including Toronto, Montreal, 


1 Crowded Streets, Technical Bulletin No. 
26 (June, 1955). 

* Metropolitan Transit Research 
cago: Chicago Transit Authority, 
1956), Chapters 1-9. 

*Report to the 
January, 1956. 

*W. Owen, The Metropolitan Transpor- 
tation Problem (Washington: Brookings 
Institution, 1956). 


(Chi- 
1955- 


Commission published 


Los Angeles, and the portion of New 
Jersey adjacent to Philadelphia. The 
question has also been treated in recent 
issues of this journal. 

Very little attention has been given 
in the United States to the handling 
of the transit problem in Europe,® yet 
it is obvious that European experience 
can be of assistance despite differences 
in environmental conditions, particu- 
larly in the extent of automobile use. 
It is the purpose of this article to sum- 
marize the European transit picture as 
it stands at the present time.® The 
systems in the various countries will be 
described briefly, and then the primary 
over-all characteristics of European 
urban transit will be contrasted with 
those of urban transit in the United 


States and Canada. 


Great Britain 


The mass transportation picture in 
Great Britain is dominated by the 
double-deck bus, except for the exten- 
sive London subway system. Substitu- 
tion of buses for streetcars came at a 
very early date in Britain, and the last 


° An exception, which has appeared since 
the first draft of this article was written, is 
a series of five articles by E. B. Boswell in 
Mass Transportation, in the issues from 
February through June, 1956. This series 
has been of assistance in preparing the final 
draft of this paper, particularly with respect 
to the Vicinaux system in Belgium and the 
transit lines in northern Italy. 

®° Much of the material was gathered in 
the course of a six months’ visit to Europe 
in 1954, during a sabbatical leave. 
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few years have seen the elimination of 
the last surface rail lines in London, 
Birmingham, Manchester, and other 
large cities. The small-town tram had 
largely disappeared by the thirties. In 
England, except for a few isolated lines 
such as that in the resort town of 
Blackpool, only Liverpool and Sheffield 
still have rail surface lines, and _ re- 
placement of these is planned. In 
London several thousand double-deck 
buses supplement the subways and pro- 
vide service into suburban areas. Both 
buses and subways are operated by 
London Transport, a public authority. 
Throughout the more thickly popu- 
lated areas of England, very extensive 
intercity local bus service is operated, 
often by the city transit systems. Lon- 
don has a limited amount of trolley-bus 
operation, but this is scheduled for 
replacement by diesel buses.’ It is diffi- 
cult to explain why substitution came 
sooner in England than in virtually 
any other country; the lack of cheap 
hydroelectric power was undoubtedly a 
factor. 

The most spectacular mass transpor- 
tation in England is of course that pro- 
vided by the London subways.* These 
are true subways throughout, with 
almost no elevated structures, but the 
longer suburban lines run at ground 
level on separate grades in the outer 
stretches. There are actually two sub- 


"London never did have a streetcar net- 
work covering the entire city; in the older 
parts especially, horse-drawn omnibuses (not 
operating on rails) were retained until after 
1910 and thus were replaced directly by 
buses. This very early use of buses in Lon- 
don undoubtedly influenced other cities. 

*The term “subway” is actually never 
used in England for underground rail lines. 
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way systems (although operated as a 
single unit): the older Underground, 
built close to the surface by the cut- 
and-cover method, with large rectangu- 
lar train passageways, originally served 
by steam locomotives, and the newer 
Tube, built far underground by the 
tunneling method, partly in order to 
get under the other lines. Passageways 
and tops of trains are rounded. The 
stations are clean and well lighted, and 
the trains, with few exceptions, are 
modern, fast, and quiet. The contrast 
with the New York subways is not 
favorable to the latter. 

The fare system, as on the buses, 
involves the use of zones, the fare 
starting at two pence (slightly over two 
cents) for trips of a few blocks, and 
rising to a maximum of about two 
shillings (28 cents) on the longest runs. 
The patron obtains his ticket from a 
coin-operated device or from a ticket 
window and surrenders it to the attend- 
ant at his destination. This seemingly 
complicated system works extremely 
well and is not a significant source of 
delay at rush hours. Control of the 
zone-fare system on the buses is much 
more difficult; the patron buys his 
ticket for the appropriate distance from 
the conductor after he boards the bus, 
but effective check to ensure that he 
does not ride beyond his zone is diffi- 
cult. The zone system permits closer 
adjustment of the fare to the cost of 
carrying the passenger, and avoids the 
extensive loss of short-haul traffic re- 
sulting from a high basic fare. 

The southern section of London has 
relatively little subway service, but is 
provided a very extensive suburban 
service by the Southern Region of the 
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British Railways. In recent years elec- 
trification has been extended and addi- 
tional suburban service established; 
further extensions are planned. One 
new subway line, from Victoria Station 
into central London, is being planned. 

The only other rapid-transit system 
in England is an ancient elevated line 
in Liverpool, one of the very few ele- 
vateds in Europe. It is scheduled for 
demolition in the near future. 

In Scotland is to be found the most 
extensive system in Great 
Britain, that of Glasgow. Except for a 
subway line which makes a loop around 
the city and extends down through the 
highly industrialized area along the 
Clyde, the city relies largely on its big 
double-deck streetcars, which are 
among the few cars of this type in the 
world. A number are relatively new. 
Some of the lines operate long distances 
into the suburbs. In Aberdeen and in 
Edinburgh, a few double-deck trams 
are still in operation, but in the latter 
city replacement by buses is planned 
for the near future. Across the Irish 
Channel, Belfast has one of the very 
few transit systems in Europe, north of 
Italy, in which almost sole reliance is 
placed on the trolley-bus. The city- 
owned system made the transition from 
streetcars in the postwar years, and the 
management is strongly convinced that 
its choice of vehicle is the best, despite 
the fact that very few others are used 
in the British Isles. In Dublin streetcars 
have been replaced in recent years by 
double-deck buses of English manufac- 
ture. 


streetcar 


The Scandinavian Countries 


The four Scandinavian countries pre- 


sent a marked contrast to the British 
Isles so far as transit is concerned, since 
primary reliance is still placed on the 
streetcar, and many new cars have 
been placed in operation since the war. 
Except on suburban lines, flat fare sys- 
tems are almost universal, the fare 
ranging from four to eight cents (at 
current exchange rates). Multiple-ride 
(often ten-ride) cards are widely em- 
ployed, the card being punched by the 
conductor for each ride. These cards 
reduce the fare per ride by one to two 
cents. 

In Norway, which has few large cit- 
ies, streetcars are to be found in three 
cities, Oslo, Bergen, and Trondheim. 
In several other smaller cities rail lines 
have been replaced by buses. Oslo, how- 
ever, has very few bus lines, surface rail 
lines handling the bulk of the traffic. 
The older cars are very small, and op- 
erate in pairs; the new cars are longer 
than virtually any other European cars, 
seating about 60. The system, which is 
municipally owned, typically operates 
at a deficit, partly as a matter of defi- 
nite policy on the part of the city, to 
hold down transit costs for the workers. 
Oslo also has several suburban electric 
lines handling substantial volumes of 
traffic, and operating in large part on 
private right of ways. Lines serving Jar 
and Kolsas, operated by the Baerums- 
banen system, pass through the down- 
town area on the city car tracks, as does 
a separately operated line to Ljabru 
and Simensbraten. In addition the 
Holmenkolbanen enters the downtown 
area through a mile-long subway, serves 
important suburban areas, and _ also 
climbs the mountain back of the city to 
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the ski-area. All of these suburban lines 
are equipped with modern cars. 

In Stockholm, despite the very large 
number of automobiles, the transit sys- 
tem is one of the most modern and well 
equipped in Europe. The primary ye- 
hicle is the streetcar, with a high per- 
centage of postwar cars which are built 
to very high standards, and which are 
extremely quiet in operation. The sur- 
face lines are supplemented by a sub- 
way system, consisting of two major 
lines, previously disconnected, but now 
being joined by an expensive tunneling 
job through the rock of the downtown 
area. In the outlying areas the subways 
run at street level on private right of 
ways, one ending in a large modern 
shopping center. Further extensions are 
planned, utilizing private streetcar right 
of ways and strips left for the purpose 
in the center of new auto expressways. 
The transit service is supplemented by 
one suburban car line, and by local 
electrified service on the state railroad 
system. 

Sweden has few large cities outside 
of Stockholm, and in some of the 
smaller towns, such as Uppsala, buses 
have replaced streetcars. But the latter 
are retained in several cities of medium 
size, such as Halsingborg and Norrkép- 
ing. "i 

In Finland, in the capital city of 
Helsinki, which is about the size of 
Oslo and substantially smaller than 
Stockholm, the streetcar has been re- 
tained as the backbone of the transit 
system, and one new suburban rail line 
has recently been constructed. But the 
cars are for the most part old and the 
track is not maintained to the high 
standards of other Scandinavian coun- 
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tries. Automobiles are very uncommon 
in Helsinki; no major city of Western 
Europe is less bothered by traffic jams. 

The fourth of the major Scandinav- 
ian cities, Copenhagen, likewise relies 
primarily upon the streetcar for transit 
purposes, with bus lines in suburban 
areas. The cars are older and less mod- 
ern, on the average, than those of 
Stockholm; Denmark does not produce 
steel in quantity, and foreign exchange 
difficulties have restricted the impor- 
tation of many goods. Copenhagen has 
no subway system, but the state rail- 
way operates extensive electrified sub- 
urban service, the lines running in tun- 
nels and open cuts in the city area and 
performing essentially subway service 
as well as reaching the suburbs. 


Germany 


Despite its relatively large output of 
automobiles, the average German fam- 
ily does not own a car, and mass transit 
is of fundamental importance in this 
thickly settled country with many large 
cities. In no large country in Western 
Europe has the streetcar retained its 
dominant position to the extent that 
it has in Germany; the contrast in this 
respect with England, France, or Italy 
is startling. There have been some sub- 
stitutions of buses on light traffic lines, 
of course, but even in the smallest 
cities the streetcar is still supreme. 
About the only city in all West Ger- 
many in which the bus has become 
dominant is Wiesbaden. As in the case 
of German industry, the recovery of 
the transit system from war damage 
has been remarkable, although many 
of the cars are still of prewar origin 
because steel and other items required 
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for new cars have been vitally needed 
for other purposes. But many new cars 
have appeared in recent years, and 
additional ones are constantly being 
placed into service. The war damage 
has resulted in some rerouting; in 
Cologne, for example, the old bridge 
which carried the lines to the east bank 
of the Rhine has never been rebuilt 
except for railroad traffic, and the 
cross-river lines have been rerouted 
over the new bridge a few blocks to 
the south. 

The largest German cities, such as 
Hamburg, Frankfurt, Munich, and 
Cologne rely almost entirely on the 
streetcar for public transportation, al- 
though Hamburg has a subway system 
of somewhat limited scope and is now 
building a new line. Streetcars are 
typically operated in units of two or 
three cars, a practice made particularly 
desirable by the relatively small size of 
the older cars. Other streetcar systems 
are to be found in Bremen, Darmstadt, 
Karlsruhe, Mannheim, the Ruhr Valley 
cities, Flensburg on the Denmark bor- 
der, Koblenz and Bingen on the Rhine, 
Mainz, Freiburg, Heidelberg, and many 
others. Flat fare systerns are general, 
with the charge usually the equivalent 
of about five cents. Berlin has an exten- 
sive subway and elevated system, in 
addition to surface streetcar lines. 

Much suburban traffic is handled by 
the state railways system, which pro- 
vides frequent service on many lines. 
Intercity bus service, though not un- 
important, is less highly developed than 
in many European countries. There 
are also a number of electric inter- 
urban lines, but these do not comprise 
an extensive integrated network, as do 


the Belgian lines. Usually they connect 
adjacent cities, or suburban areas with 
larger centers. Some, such as the line 
from Bonn to Bad Godesberg, use 
streetcar-type equipment and operate 
along highway right of ways; others, 
such as the Rheinuferbahn between 
Bonn and Cologne have large steel cars 
and well-maintained private right of 
ways. 

One of the most unusual German 
lines is the Wuppertal monorail, often 
referred to by monorail devotees in the 
United States. This eight-mile line op- 
erates on a suspended structure built 
almost entirely over the Wupper River, 
serving a highly industrialized area. 
Cars run on a short headway, with fre- 
quent stops. From a technical stand- 
point operation appears to be highly 
satisfactory, but the rather ugly over- 
head structure illustrates the inevitable 
objection to monorail operation. 


The Benelux Countries 


The countries of Belgium, the Nether- 
lands, and Luxembourg, just as Ger- 
many, rely primarily upon the streetcar 
for urban transit in the larger cities. 
This is particularly true in Brussels, 
whose streetcar network, with 66 routes, 
300 miles of line, and over 1,500 cars, 
is one of the most extensive in the 
world. Bus service is limited to a very 
few routes, although some additional 
lines are planned. Likewise, considera- 
tion is being given to a subway system, 
but this is only in the planning stage. 
New streetcars are being developed to 
replace the relatively small, old cars 
now in use. The smaller city of Antwerp 
likewise has a substantial streetcar sys- 
tem, and smaller systems are to be 
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found in Charleroi, Mons, Ghent, and 
Ostend. Liége, on the other hand, has 
converted almost entirely to trolley 
buses; the first line, established in 1934, 
was one of the earliest in Europe. 

One of the most unusual features of 
transportation in Belgium is the Vic- 
inaux system, owned jointly by the 
national, provincial, and municipal gov- 
ernments, which provides extensive sub- 
urban service out of the larger cities, 
intercity service to virtually every city 
and town in a large portion of the 
country, and local transit in smaller 
cities. The system was originally all 
rail, with its narrow-gauge lines built 
along the edges of the roads and in 
city streets. A portion was electrically 
operated, a portion by small steam loco- 
motives. In the last decade, all of the 
steam-operated lines and some of the 
light-traffic city lines have been aban- 
doned .and service replaced by diesel 
buses. But electric rail service is still 
very extensive, over 500 cars now being 
in operation, and the company’s shops 
are turning out one new streetcar each 
week to replace old equipment. Traffic 
is particularly heavy on the suburban 
lines in the Brussels-Antwerp area, and 
in the industrialized Mons-Charleroi 
area. Some fairly long interurban’ runs 
are still operated. But the bulk of the 
business is short-haul in character. The 
important LaPanne-Ostend line, which 
serves the coastal resort area, is sepa- 
rated from the rest of the system. On 
this line, as well as on some others, cars 
are run in units of three to five. Despite 
the increase in the use of automobiles 
in Belgium, the total traffic handled by 
the Vicinaux system has continued to 
rise. 


Suburban railway service by the main- 
line railway system in the Brussels area 
has been greatly improved since the 
war by the tunnel built under the cen- 
ter of Brussels to connect the two main 
railway stations, and by greater elec- 
trification, which has permitted the 
operation of more frequent service on 
suburban lines. A new line recently 
completed provides frequent rapid rail 
service from the downtown railway 
stations directly into the airport ter- 
minal building. 

In the Netherlands, the three major 
cities, Amsterdam, The Hague, and 
Rotterdam, have extensive rail systems 
which provide the major portion of 
the transit service, in conjunction with 
some bus routes. Although the equip- 
ment of the three systems differs sub- 
stantially, all have been adding new 
streetcars. The system in The Hague 
is one of the few in Europe to use 
American PCC cars and is acquiring 
additional ones. Local rail lines remain 
in Leiden and Alkmaar, but other 
smaller systems have been converted, 
in the case of Arnhem to trolley buses. 
The Netherlands, like Belgium, once 
had an extensive rural interurban sys- 
tem. But most of the lines were aban- 
doned prior to World War II, and the 
remainder (with one exception) were 
consolidated into the North and South 
Holland Transit, controlled by the state 
railway system. This company still op- 
erates several major routes, including 
lines from Amsterdam to the resort city 
of Volendam, Amsterdam to Haarlem, 
and The Hague to Leiden. The only 
independent interurban system remain- 
ing is that of The Hague Tramways, 
which operates routes to Leiden, Delft, 


CITY AND SUBURBAN TRANSIT IN W. EUROPE 51 


and Voorburg, the cars reaching the 
downtown terminal on streetcar tracks. 

The Netherlands State Railway has 
been almost completely electrified since 
the war, and operates multiple-unit 
electric trains at very frequent intervals 
between the larger cities. Few countries 
in Europe are as well supplied with 
intercity rail service as the Netherlands; 
this is supplemented by a complete net- 
work of local bus routes serving the 
smaller cities and rural areas. 

Tiny Luxembourg, the capital city 
of the third of the Benelux countries, 
retains its picturesque little streetcar 
system. 

Fare systems and fares are much the 
same in the Benelux countries as in the 
Seandinavian countries. Fares range 
from four to six cents (at current ex- 
change rates), with multiple-ride tickets 
commonly supplied at a reduction of 
one or two cents per ride. 


France 


The transit picture in France re- 
sembles that of England much more 
than that of Germany and the Benelux 
countries. There has been extensive re- 
placement of streetcars by buses; Paris, 
for example, has had no streetcars for 
twenty years, Lyons has only a few 
lines, served by relatively modern, 
center-door cars, and Bordeaux a few. 
However, while the metropolitan areas 
have shifted to buses, some of the 
smaller cities have retained their street- 
car lines. This is true of Strasbourg, for 
example, where extremely small cars 
are run typically in twos and threes; 
of Versailles; of Mulhouse; and of 
Valenciennes in the north. In the in- 
dustrial area of which the latter is the 


center, some interurban lines similar to 
the adjacent Vicinaux lines in Belgium 
are in operation, but with very old 
equipment. 

Paris is served by an extensive sub- 
way system, known as the Metro (for 
Metropolitaine). The lines are relatively 
short, in most cases not extending be- 
yond the old city, but within the area 
covered, the network of lines is very 
dense. No portion of the main city is 
more than a few blocks from a station. 
Only one line extends far into the sub- 
urbs, although one additional line is 
now being extended. The contrast be- 
tween the Metro and the London sub- 
way system is not favorable to the 
former in many respects. The cars are 
old, and speed is slow on the generally 
crooked and steep lines, but the rela- 
tively short distances make speed less 
important than in many cities. Trains 
are short and limited by the length of 
platforms, but service is frequent. Seats 
are few; standing room is plentiful, ex- 
cept in rush hours. Most trains carry 
a first-class car, in which the traveler 
is assured of a seat, for a 50 percent 
higher fare than the standard figure. 
The regular fare is a uniform figure 
of about nine cents, which is very high 
by European standards. Reduced rates 
are provided on special tickets for regu- 
lar riders. 

Surface transportation in Paris is pro- 
vided exclusively by buses, many of 
which are extremely old. Fares vary 
with distance, unlike subway fares, and 
for longer distances are much higher 
than the subway fares. This differential 
reflects a deliberate effort on the part 
of the city-owned system (which runs 
both subway and bus lines) to keep 
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as much traffic as possiblé underground 
and off the crowded streets. 

Considerable suburban service is pro- 
vided to nearby areas by the national 
railways system. Much of the service 
is now electrified, and modern equip- 
ment has been placed in service in post- 
war years. 


Switzerland 


Some of the finest and most modern 
public transit in Europe is to be found 
in the Swiss cities, even though none 
are large by comparison with the metro- 
politan areas of other countries. Some 
bus and trolley-bus substitution has 
been made, but primary reliance, even 
in some very small cities, is.still upon 
the streetcar; and in most cases new 
and modern equipment, of Swiss man- 
ufacture, has been placed in operation 
in the postwar years. Track and equip- 
ment are maintained at very high 
standards. The most extensive streetcar 
systems are to be found in Zurich, 
which has about 15 lines, and Basel, 
with about 20. The Bern system is 
smaller, with about six streetcar and six 
bus routes; this municipally owned sys- 
tem has replaced almost all old cars 
with new equipment and plans to re- 
tain rail operation. At each car stop in 
Bern there is posted a route map of all 
lines and a time schedule of all cars 
passing the particular stop. 

In French-speaking Switzerland there 
has been more extensive bus replace- 
ment; this is particularly true in both 
Lausanne and Geneva, although some 
rail lines remain. 

Some extremely tiny rail systems are 
still in operation; the Vevey-Montreux 
streetcar system has, for example, only 


one line, which runs the length of this 
resort area. The old city of Schwyz, in 
the center of the Alps, with barely 8,000 
people, has two lines. Fribourg, Lu- 
cerne, Lugano, Locarno, Schaffhausen, 
and St. Gallen — all small cities — still 
rely in large measure on streetcar sys- 
tems. NeuchAatel is one of the few cities 
that have converted completely to bus. 
The 
Switzerland is of course explained in 
part by the abundance of cheap electric 


dominance of the streetcar in 


power and the relatively high cost of 


imported gasoline. Some _ trolley-bus 
lines have been established in recent 
years, some operating on relatively long 
intercity runs, some in city service, in 
Lausanne and elsewhere. In the city of 
Yverdon there is one of the most un- 
usual transit systems in the world — the 
vehicles operate electrically without 
wires. The power unit is charged every 
three miles by establishing contact be- 
tween a bar on the top of the car and 
one extending from an electric pole. 
Charging, done at a regular stop, takes 
but one minute. Several similar vehicles 
have recently been introduced in Ghent 
in Belgium. They represent an experi- 
ment of a Swiss electrical equipment 
manufacturing firm. 

Switzerland also possesses a number 
of interurban electric lines, although 
most are relatively short. It is difficult 
to draw a sharp line between the Swiss 
interurbans and the main railroad sys- 
tem. The latter is almost entirely elec- 
trified, and some of the operation is by 
multiple-unit cars closely resembling 
the typical interurban car. For ex- 
ample, the Interlaken-Grindelwald line 
of the Bernese Oberland system, one of 
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the links in the Jungfrau mountain rail- 
way trip, is operated with pantagraph 
multiple-unit trains, which, inciden- 
tally, run part of the time by adhesion 
and part by the use of rack.? However, 
there are certain lines which have more 
clearly interurban characteristics. The 
line from Bern to Solothurn, for ex- 
ample, enters downtown Bern on city 
streets and runs along the edge of the 
highway on a part of its journey. Four- 
car trains are not unusual. Another 
line operates out of Bern, two similar 
lines out of Lausanne, and an extremely 
picturesque line runs for miles along 
the edge of the highway climbing the 
steep grade from Liestal to Walden- 
berg, in the Basel area. Most of the 
interurban cars are new in the postwar 
period. 
Austria 

The German influence in Austria has 
encouraged continued reliance on the 
streetcar as the primary transit vehicle; 
of the larger cities, only Salzburg has 
completely replaced cars, primarily by 
electric trolley buses. Vienna, a city 
which has very few automobiles, has an 
extensive network of streetcar lines, 
with a limited number of bus routes. 
The cars are old and the track is rough 
in many places, but the volume of traf- 
fic which the cars carry in this city of 
1% million is immense. Cars typically 
operate in two- or three-unit multiples. 
The city also has a subway-elevated line 
of limited scope, the line resembling 
the number 6, with the loop around 
the outer edge of the business district 


° A cogwheel lowered from the car oper- 
ates in contact with a rack rail laid in the 
center of the track. 


and the tail extending out into a major 
suburban area. Most of the track is 
elevated, and some is in an open cut; 
only a small section is of true subway 
construction. Cars are for the most part 
of prewar origin. 

Other streetcar systems are to be 
found in such cities as St. Polten, Linz, 
and Innsbruck. The latter, as well as 
Salzburg, has several electric suburban 
lines, one of which climbs steep grades 
in the direction of the Brenner Pass. 
Between Innsbruck and_ suburban 
towns directly to the east, there oper- 
ates one of the most ancient interurbans 
in Europe; an old wooden combine 
pulls four little round trailers that look 
for all the world like stagecoaches on 
rails. 

Italy 

Transit developments in Italy have 
followed rather different courses than 
those in most of Europe. Italian cities 
were among the first to abandon the 
traditional tiny Continental four-wheel 
cars and introduce large heavy cars 
comparable to the American equipment 
of the twenties. In recent years, new 
cars, built primarily by Fiat in Turin, 
have followed designs comparable to 
PCC cars. Substantial use is made of 
articulated multiple units, which are 
unknown elsewhere for ordinary street 
operation. Two-unit multiples are most 
common, but in Rome some of the new- 
est units have three parts (with four 
sets of wheels). The carrying capacity 
of these vehicles is huge. There has 
also been a greater tendency in Italy 
than in most Continental countries to 
replace streetcars with rubber-tired ve- 
hicles and to make much more exten- 
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sive use of trolley buses. A final feature 
of Italian transit is operation in many 
cities, such as Genoa and Turin, by 
private companies rather than by mu- 
nicipal enterprises. 

Rome has carried trolley-coach sub- 
stitution so far that the number of 
streetcars is now limited, particularly 
in the downtown area, but an important 
ring line encircles the main portion of 
the old city, following the Roman city 
wall in part, and electric suburban lines 
extend to the east and south, and to 
the Mediterranean. Rome has _ just 
placed its first subway in operation. 
The line, started during the thirties as 
a public works measure but not fin- 
ished, was completed late in 1955. It 
serves a limited area, operating from 
the main railway station past the Col- 
iseum into the western suburbs. 

Virtually all of the smaller cities in 
Italy replaced rail lines with trolley 
buses or diesel buses in the prewar pe- 
riod. However, the larger cities of 
Naples, Milan, Genoa, and Turin still 
rely primarily upon rail vehicles. Many 
of the cars are new; others are ex- 
tremely ancient. Track is generally not 
maintained to the standards of north- 
ern Europe; a ride in Genoa’s older 
cars, for example, presents public tran- 
sit at the worst leyel it attains in West- 
ern Europe. The lines in Turin are in 
large part located on private right of 
ways. 

The Milan area is the center of an 
extensive system of suburban and inter- 
urban electric lines, many of which 
enter the downtown area on streetcar 
tracks. Some have been replaced by 
buses, but most have been retained, 
and traffic density is heavy. A similar 
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network of lines in the Turin area has 
largely been replaced by buses. In other 
areas, there are several short interurban 
lines still in operation, for example 
around Bolzano and Trento in the 
once-Austrian northeast, and eastward 
from Verona. One of the most scenic 
interurbans, the old narrow-gauge route 
which climbed the steep grade from Ri- 
mini to San Marino, has been aban- 
doned. The intercity bus system is 
much more highly developed in Italy 
than in most of Europe, with extensive 
long-distance service as well as local 
service. Partly as a consequence, rail- 
way passenger service is much less fre- 
quent and complete than in most Eu- 
ropean countries. 

Italy has perhaps the world’s most 
unusual transit service — that of Ven- 
ice, which has no streets and no auto- 
mobiles. Motor launches, running on 
regular schedules, with transfers and 
other features of usual land transit serv- 
ice, provide public transportation on 
the main canals. 


Spain and Portugal 

The transit system of Madrid re- 
sembles that of Rome in many respects, 
except for the much greater importance 
of the subway system, and both Madrid 
and Lisbon share one feature with the 
British Isles — the use of double-deck 
buses. Almost nowhere else in Western 
Europe is this vehicle to be found. Ma- 
drid at one time had two separate 
streetcar systems. The narrow-gauge 
lines have been replaced by buses, along 
with some of the wider-gauge routes, 
but many of the latter remain, and are 
served by relatively modern cars of Ital- 
ian design, resembling PCC cars. Elec- 
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tric power has been scarce in Madrid in 
recent summers, and the headway of 
the cars has been increased, with sub- 
stantial overcrowding as a result. The 
subway system of Madrid has several 
lines, although they do not provide 
coverage of the city comparable with 
that in London and Paris. The zone 
fare system of London is employed; 
fares are extremely cheap — as they are 
on the surface vehicles — being about 
two cents on shorter trips. Barcelona 
also has an extensive streetcar system. 

Portugal’s capital, Lisbon, offers one 
of the most extensive streetcar systems 
in Europe; it is a private system, with 
ownership primarily in Great Britain. 
A dense network of lines blankets the 
city, and one long suburban line goes 
down along the river past Belem tower 
to Algues. Many of the lines climb ex- 
tremely steep hills. Several routes climb- 
ing from the center of town operate 
with the use of racks; cars for these 
routes are built on wedge-shaped under- 
frames, so that the floor of a car re- 
mains level as the car goes up and 
down the steep slopes. Lisbon is one 
of the few cities to operate open cars, 
although the company has announced 
plans for replacing these with more 
modern equipment. There are already 
some new cars, but most are old though 
well maintained. Double-deck buses 
serve a few routes into new areas. A 
subway is being planned. 

Portugal boasts at least one inter- 
urban, the very busy line serving the 
resort city of Estoril, about twenty miles 
down the river from Lisbon, operating 
heavy steel cars at frequent intervals. 


General Features 
One of the greatest differences be- 


tween European transit development 
and that in the 
Canada has been the much stronger 
tendency to retain the streetcar as the 
principal vehicle of local public trans- 
portation, outside of England, France, 
and to some extent, Italy. In most other 
countries the streetcar has remained 
dominant, with extensive replacement 
of old equipment by new in the post- 
war period. The heavier traffic density, 
due in part to limited use of private 
cars, the less severe traffic congestion, 
and the relative cheapness of electric 
power compared with gasoline have 
been major factors encouraging the re- 
tention of rail lines. On the other hand, 
very few new surface rail lines have 
been built in the last decade; newly 
developed areas are served primarily 
by bus, and some substitution has oc- 
curred in older areas. The trolley bus 
is important only in a relatively few 
cities. 

In addition to street railway lines, 
the electric suburban lines have for the 
most part been retained, and in many 
areas provide important service between 
outlying suburbs and the downtown 
areas. But relatively little construction 
of new subway lines has thus far been 
undertaken, in part because the limited 
use of the automobile permits surface 
transit to make more reasonable speed 
than is often possible in the United 
States. Some new subway lines, how- 
ever, are being built, and others are 
planned. Electrified suburban service on 
the mainline railways is likewise very 
extensive, and in many instances is 
being extended rather than curtailed, 
as in the United States. Railway com- 
muter traffic appears to be far less un- 
profitable than it is in the United 
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States, partly because the limited own- 
ership of automobiles results in greater 
off-peak riding, partly because rail fares 
are frequently higher, relative to wages, 
than is typical in the United States. 

Several other differences between 
European and American transit are 
worthy of note. One is the generally 
smaller size of the streetcar in Europe, 
with a consequent tendency to run two 
or three cars together. The trend, how- 
ever, is definitely toward larger cars, 
and the buses usually do not differ 
greatly in capacity from our own. An- 
other feature is the almost-universal use 
of two-man operation, even on buses 
in many instances. Relatively low labor 
costs have lessened the pressure toward 
one-man .operation. Cars are generally 
labeled in a fashion much superior to 
our own; in many cities the cars carry 
' marker boards along the tops of the 
sides giving detailed information about 
the route followed. Track maintenance 
standards are high, except to some ex- 
tent in southern Europe. Frequently 
one track or both are laid along the 
curb instead of in the center of the 
street, a practice which facilitates load- 
ing and unloading, and effectively pre- 
vents automobile parking on major 
streets. 

Fares on the transit lines are low by 
American standards, and frequently in 
comparison with other prices. A typical 
figure is from four to six cents (at cur- 
rent exchange rates), with a range from 
around two cents in Lisbon and Ma- 
drid to a high of nine cents on the 
Paris subway, for trips within the cities 
themselves. A five-cent fare, expressed 
as a percentage of the typical worker’s 
wage, would not differ significantly 


from the ratio of fares to wages in the 
United States. Multiple-ride cards are 
frequently employed and allow sub- 
stantial reductions in fares. Rate differ- 
entiation by time of day is very uncom- 
mon. Zone fare systems are common 
but not universal. They are enforced 
merely by giving the passenger the ap- 
propriately colored or marked ticket for 
the fare paid, with an occasional but 
rather haphazard check being made. 
Great reliance is placed upon the hon- 
esty of the passenger. The companies 
have been slow to adopt pay-as-you- 
enter systems, but most new cars are 
designed to facilitate this form of col- 
lection. Revenue-wise, the systems in 
southern Europe benefit greatly from 
the almost-universal practice of long 
lunch and siesta periods. Since most 
workers go home for lunch, there are 
four peak loads instead of two. 

A very high percentage of the sys- 
tems al- 
though some private companies are to 
be found. Some of the systems are rela- 
tively profitable, but losses, underwrit- 
ten by the taxpayers, are not uncom- 
mon. In part this is a deliberate policy, 
designed to hold down the cost of travel 
to and from employment for the 
worker. 

In general, the differences between 
transit developments in Europe and the 
United States primarily reflect differ- 
ences in external factors affecting the 
industry: the smaller number of auto- 
mobiles, which results in a continued 
high density of traffic and a less severe 
peak load problem; the relatively lower 
labor cost, which facilitates two-man 
operation and maintenance of rail 
structures; and the relatively lower cost 
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of electric power compared with gaso- 
line. However, in part the differences 
reflect a higher degree of planning of 
the effective use of transit facilities on 
the part of municipalities; in the 
United States, even despite growing 

problems of street traffic congestion, too 


many municipal governments still re- 
gard the transit system merely as a 
commercial enterprise which must stand 
on its own feet financially, without re- 
gard to the effects of such a policy on 
traffic problems and community de- 
velopment. 
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“Double” Taxation of Dividends: A Comment 


WILLIAM C. FREUND 


Prudential Insurance Company of America 


THE ARTICLE by Professor Royall Bran- 
dis, in the May issue of Current Eco- 
nomic Comment, reaches the impec- 
cable conclusion that like most 
dogmatic statements on economic mat- 
ters, “double taxation of dividends’ is 
far from a complete explanation of a 
difficult problem. There is no gainsay- 
ing that slogans are no substitute for 


‘economic analysis. Professor Brandis 


performs an important function by 
crystallizing some of the issues which 
underlie the economic impact of “dou- 
ble taxation.” In doing so, however, 
he omits some significant aspects of the 
subject. 

The essence of Professor Brandis’ 
analysis can be summarized briefly: 


1. There is no evidence to support 
the general view, and specifically the 


statement contained in the President’s 


1954 Economic Report, that “the un- 


| fair discrimination against investment 

' in stocks creates difficulty for smaller 

( businesses in raising money, and tends 

} to divert venture capital into relatively 
_ riskless investments.” 


2. Contrary to prevailing opinion, 


| the actual effect of the present corpo- 
} rate and personal income tax laws, ac- 
cording to Professor Brandis, may be 
' to give the corporate stockholder a tax 
| advantage over individual proprietors 
| or partners, despite the “double taxa- 


tion” of dividends. The lower tax to 


| the stockholder becomes a possibility if 
} all or nearly all of corporate profits 
} are retained in surplus. 


3. The retention of earnings, which 
is the sine qua non of the stockholder’s 
tax advantage, seems to Professor Bran- 
dis “to encourage the diversion of cor- 
porate profits into relatively risky in- 
vestments (that is, further expansion 
of the business) rather than into the 
relatively riskless investments to which 
the President’s Report referred.” 


4. Double taxation seems not to have 
retarded economic progress. An exam- 
ination of the facts reveals that since 
1940 — a period of unprecedented cor- 
porate and personal income tax rates— 
the American economy has made 
greater strides forward than in any 
previous historical period of the same 
length. 


The Impact of Double Taxation 


Professor Brandis ignores one of the 
most important repercussions of double 
taxation: the incentive given to debt 
rather than to equity financing. A more 
complete quotation from the President’s 
Economic Report would have pre- 
vented this oversight. The sentence im- 
mediately following Professor Brandis’ 
quotation reads: “For these reasons, 
our ultimate goal should be a substan- 
tial equality of treatment of interest on 
debt and dividends on stocks.” Divi- 
dend payments are now taxed twice — 
first, at the corporate level through the 
tax levied on the earnings from which 
dividends are paid, and second, through 
the personal income tax imposed di- 
rectly on the stockholder. Interest pay- 
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ments, on the other hand, are entirely 
exempt from the corporate assessment. 

The basic issue is not whether our 
present structure of business income 
taxation encourages firms to shun in- 
corporation or to favor it. The fact is 
that the decision to incorporate is based 
upon many considerations other than 
taxation, particularly the need for limit- 
ing liability. Professor Brandis himself 
concedes that for most American cor- 
porations the capital requirements are 
so large that the corporate form of 
business organization may be taken to 
be a necessity. The issue is that with 
an effective corporate income tax rate 
of 50 percent, it takes twice as much 
in pre-tax corporate earnings to pay 
dividends as to pay an identical amount 
in interest. The result is to encourage 
debt financing. 

Debt is a conservative and relatively 
rigid instrument of finance. Corpora- 
tions should not, and in most cases 
cannot, rely upon creditors to bear the 
risks of ownership. A new business en- 
terprise, established to exploit a new 
idea, to introduce an innovation in the 
Schumpeterian sense, must rely primar- 
ily upon the sale of stocks. A speculative 
venture cannot afford to burden itself 
with fixed charges and definite’ matur- 
ities. But under ‘our present tax laws, 
the pre-tax earnings of a predominantly 
equity financed corporation must be 
nearly twice as great as the pre-tax 
earnings of a predominantly debt fi- 
nanced company. Given these circum- 
stances, the incentive to assume the 
risks of equity investment is greatly 
reduced. “Especially in the case of small 
business or those that are just starting 


out, the provisions for carry-back and 
carry-forward losses may be insufficient 
to provide opportunity for losses to be 
used as offsets against income.”’* Capi- 
tal tends to flow in the direction of the 
larger corporations with an established 
record of profitable operations. Corpo- 
rations are encouraged to rely more 
heavily on borrowed funds. 

Statistics bear out the relative decline 
in stock flotations. Figures compiled by 
the Commercial and Financial Chron- 
icle show that in the nine years after 
World War I stocks accounted for 30! 
percent of the long-term external fi- 
nancing undertaken by American cor- 
porations; in the nine years following 
World War II the ratio amounted to 
only 22 percent.’ 

The trend of rising corporate debt 
poses the danger of reinforcing a cycli- 
cal downturn. Professor Peter Drucker 
recently observed that “traditionally, in 
a boom such as the one we have been 
experiencing, business cuts its fixed 
debts and replaces them with venture 
capital — that is with common stock. 
This has been the first boom in our 
history during which fixed obligations 
have become a larger, and not a 
smaller, proportion of business capitali- 
zation.”* 


Risk-Taking and Retained Earnings 
Professor Brandis stresses quite 


*Committee for Economic Development, 
The Budget, The Economy and Tax Reduc- 
tion in 1956, June, 1956, p. 12. 

*It should be noted that by restricting 
our comparison to the nine years following 
World War I, we exclude 1928 and 1929, 
the years of the bull market. 

* “America’s Next Twenty Years,” Part 
III, Harper's Magazine, May, 1955. 


rightly that our tax laws encourge cor- 
| porations to plow back earnings in 
| order to save stockholders the immedi- 
| ate payment of personal income taxes 


on dividend income. This is one reason 
| why vorporations have been relying in- 
| Bcasilely upon internally generated 
funds to finance their expansion. Dur- 
ing the postwar period, over twice as 
‘much venture capital has been furn- 
ished by the retention of earnings as by 
| the capital markets. From an economic 
| and social point of view, the shift to- 
| ward internal financing is undesirable. 
Retained earnings tend to favor the 
large and established firms, able to plow 
| back earnings. With capital gains taxes 
) to pay, investors hesitate to shift funds 
} from existing holdings to new indus- 
} tries or to smaller firms. As a result, 
capital is allocated not so much by the 
| market place and the needs of a dy- 
1 namic economy as by past patterns of 
investment. 

Professor Brandis appears to involve 
| himself in a contradiction when he 
argues on page 5 that plowing back 
| profits for further expansion represents 
| a relatively risky investment. Compared 
with buying stock in a new enterprise, 
| which has no record of earnings and 
no profits to retain, the reinvestment 
of earnings by an existing and profit- 
| able firm is a relatively riskless invest- 
} ment. Professor Brandis comes around 
) to this point of view on page 7: “It is 
| possible, therefore, that one effect of 
| the corporate income tax is to discour- 
| age the growth of competition in the 
American economy. At the same time 
'that the present tax structure may be 
forcing an old corporation to expand 
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(by retaining profits) it may be dis- 
couraging the entry of new firms into 
the industry. Thus, the needs of an ex- 
panding market will be met by the 
growth of present firms rather than by 
the entry of new ones.” 


The Arithmetic of Corporate 
Profit Taxation 


Professor Brandis argues that there 
has been a trend on the part of small 
business toward the corporate form of 
organization. No statistical evidence is 
cited to support this statement. It is 
asserted further that in many instances 
small corporations have come into ex- 
istence solely to improve the tax posi- 
tion of the owners. 

To demonstrate the possibility of a 
tax saving stemming from incorpora- 
tion, Professor Brandis constructs a 
hypothetical individual — Mr. A — 
whose income from sources other than 
his business is sufficient to place him in 
the 90 percent personal income tax. 
bracket. If Mr. A incorporates and 
plows back all his business earnings, he 
will be required to pay only the cor- 
porate tax rate on the retained profits. 
Since the corporate tax rate may be as 
low as 30 percent and no higher than 
52 percent, Mr. A, it is asserted, can 
reduce his taxes on the company’s 
earnings by at least 38 percentage 
points and by perhaps as much as 60 
percentage points. Should his top per- 
sonal tax bracket be less than 90 per- 
cent, the saving from incorporation 
would of course be smaller. 

The criticism here is not primarily 
concerned with the fact that it is not as 
simple as it may appear for a company 
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to retain all of its earnings.* With the 
exception perhaps of closely held cor- 
porations, it is necessary and customary 
to pay out a large fraction of earnings. 
Many investors depend upon the regu- 
lar flow of dividends to meet current 
expenses. Moreover, it is an accepted 
tenet of financial theory that the pres- 
ent value of a common stock is equal 
to the discounted value of all future 
dividends. Graham and Dodd go so far 
as to say that “if the outside investor 
knew that a profitable business was 
never going to pay a dividend and was 
never going to be sold out or dissolved, 
the value of the stock to him would be 
virtually nil.” (Security Analysis, 1951, 
D453.) 

To pursue the argument further, 
however, let us assume that all of the 
current profits are retained for expan- 
sion purposes. It is a truism that if the 
earnings are never disbursed as divi- 
dends, personal income taxes will not 
be incurred. But then anybody can 
reduce his tax bill simply by cutting 
income permanently (not just defer- 
ring it)! No prudent investor would 
ignore the possibility of having to pay 
taxes sometime in the future on the 
amount of accumulated earnings. Per- 
sonal income taxes on retained earnings 
can be deferredsbut not usually avoided 


*Montgomery’s Federal Taxes, 1955, 
warns that ‘Earnings retained must not be 
in excess of the legitimate needs of the 
business if the imposition of the penalties 
of Code section 531 is to be avoided. The 
liberalization by the 1954 Code of the 
measure of this accumulated earnings tax 
and of the applicable administrative rules is 
not sufficient by any means to eliminate it 
as a threat when earnings are retained.” 
(New York: Ronald Press Company, p. 
19.42) 


altogether. There are three ways in 
which the deferred dividend may be 
realized at a future date: (1) the 
dividends may be paid out after the 
expansion program financed by the re- 
tained earnings has been completed: 
(2) the stockholder may sell his shares: 
through choice or circumstances, in 
order to free funds for reinvestment. 
to meet emergencies, to provide retire- 
ment income, or for some other reason. 
He will then have to pay a capital 
gains tax on that portion of the price 
appreciation attributable to retained 
earnings ; (3) the corporation may be 
dissolved, in which case the stockholder 
will be liable for the capital gains tax 
on the distribution of accumulated 
earnings. 

For these reasons, we shall make the 


’ assumption most favorable to Professor 


Brandis’ argument — namely that re- 
tained earnings ultimately become tax- 
able at the capital gains tax rate, with 
its maximum bracket of 25 percent.‘ 

Professor Brandis maintains that in- 
corporation can result in a maximum 
tax saving of 60 percentage points. Ii 
we take account of the 25 percent capi- 
tal gains tax rate, however, this ad- 
vantage is reduced to 35 percentage 
points. But even this amount of tax 
saving is hypothetical and based upor 


* The only sure way to avoid the persona 
income tax on accumulated earnings is fo! 
the stockholder to die before the distributior 
of any dividends. In this case the respectivi 
heirs would value the shares for tax pur 
poses at the market price prevailing on thi 
date of death. 

“Since the rate of discount necessary t 
establish the present value of this tax wil 
be offset by earnings on the accumulatec 
surplus, we can simply add 25 percent t 
the effective tax bill of the stockholder. 
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unreal assumptions. It is not enough to 
_ demonstrate the theoretical possibility 
of such a tax saving. In considering 
policy questions, one must ask whether 


the extreme case is so rare in the real 
| world as to be without significance. To 


‘realize a tax.saving of 35 percentage 
points, Mr. A must enjoy an income 
high enough to place him in the 90 
percent bracket and a business income 
low enough to pay only the 30 percent 
rate. 

To fall into the 90 percent bracket, 
Mr. A’s joint tax return must show a 
net taxable income from sources other 
than the business in excess of $400,000. 
On the basis of recent statistics, this is 
extremely unlikely.’ If Mr. A’s top 
personal income tax bracket is assumed 
to be only 75 percent — which implies 
a net taxable in excess of 
$100,000 — his gain from incorporation 
would be reduced from 35 percentage 
points to 20 percentage points. But 
even this illustration is unrealistic. Mr. 
A’s corporation is not likely to pay 
only the minimum rate of 30 percent.® 
It is estimated that more than 80 per- 
cent of corporate net income is taxed 


income 


"The latest available Statistics of Income 
reveal that less than a quarter of one- 
thousandth of 1 percent of all tax returns 
showed an adjusted gross income exceeding 
$400,000. Moreover, these returns accounted 
for less than half of 1 percent of the ad- 
justed gross income of all taxpayers and for 
just 2 percent of all personal income tax 
payments. 

* The corporate tax is 30 percent on the 
first $25,000 of taxable income and 52 per- 
cent on the remainder. If, as is probable, the 
business income of Mr. A is larger than 
$25,000, or if he is only one of a number 
of stockholders in a corporation earning over 
$25,000, the corporation itself will be in the 
52 percent bracket. 


at 50 percent or over. If we assume 
the average corporate tax rate of 50 
percent, Mr. A’s tax saving disappears 
altogether. Were Mr. A’s net taxable 
income from sources other than his 
business as low as $50,000, his tax loss 
from incorporation would amount to at 
least 15 percentage points. If any part 
of the retained earnings are distributed 
currently, the stockholder would have 
to be in an even higher bracket to 
profit from incorporation. 

Finally, if a prudent investor antici- 
pated the possibility of paying not 
merely the capital gains tax rate on 
his share of the retained earnings but 
the personal income tax rate, even the 
theoretical advantage of incorporation 
at the 90 percent marginal tax bracket 
would disappear. 


Double Taxation and the Growth 
of the Economy 


The postwar expansion in the real 
output of our economy does not stand 
at issue. We have witnessed an impres- 
sive period of growth at a time when 
corporate earnings were doubly taxed. 
But our rising standard of living pro- 
vides no basis for complacency. The 
basic questions which have been raised 
in these comments persist. Has double 
taxation encouraged or is it likely to 
encourage in the future a too rapid 
expansion of corporate debt, introduc- 
ing into our economy a “built-in un- 
stabilizer”? Has double taxation led to 
the institutionalization of risk-taking, 
making innovations the province solely 
of large-scale enterprise? Has compe- 
tition been lessened by the growing 
importance of retained earnings as a 


‘ | 
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source of capital funds? Has the post- 
war period been characterized by ex- 
ceptional circumstances which have 
tended to obscure the effects of double 
taxation? These larger issues seem more 
significant than the remote possibility 
of a tax advantage accruing to a stock- 
holder whose income from _ sources 
other than the corporation exceeds 
$400,000, whose stock investment yields 
no current dividend, and who is never 


subjected to personal income tax rates 
on his pro-rata share of retained earn- 
ings. | 

It is not the intention of these com- 
ments to consider the desirability of a: 
reduction or elimination of corporate: 
income taxes. They are intended rather 
as guideposts to some of the implica- 
tions of double taxation which must be 
considered in appraising various tax: 
alternatives. 


“Double” Taxation of Dividends: A Reply 


Roya.Li BRANDIS 


Associate Professor of Economics, University of Illinois 


DR. FREUND is concerned with the effect 
of the present corporation income tax 
on the division of corporate financing 
between debt and equity. He believes 
that the present tax structure leads to 
a higher proportion of debt financing 
than would otherwise be the case and 
that this is unwise. Assuming that debt 
financing is encouraged by the corpora- 
tion income tax, we still would need 
more than this to condemn it. We 
should have to know what division be- 
tween debt and equity financing is the 
correct or proper or wise one. Almost 
any action which the government takes 
in the tax field or elsewhere encourages 
businessmen to do, or not to do, some- 
thing. Government is a datum like 
labor unionization which a_present- 
day businessman ignores at his peril. 
Government influence on businessmen 
is not necessarily bad unless one con- 


demns_ out-of-hand any government 


action affecting economic activity. 

I do not mean to imply that the 
present distribution of corporate fi- 
nancing between debt and equity is the 
correct one. I am saying only that the 
fact that this distribution has been 
influenced by government tax policy 
does not prove it to be incorrect. 

I am in agreement with Dr. Freund’: 
statement of the undesirability from ar 
economic point of view of expansior 
via retained earnings, which expansior 
does not have to meet the test of the 
capital market. He is also correct ir 
pointing out that there are investment: 
more risky than those involved in the 
expansion of existing businesses. Bu 
there are also investments far less risk 
(government bonds, for example). I dc 
not believe the Economic Report of th 
President referred to expansion of exist 


{ 
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ing businesses when it spoke of “. . . 
relatively riskless investments.” 
_ The examples used in my discus- 
sion of the “arithmetic of corporate 
profit taxation” were deliberately 
chosen as extremes in order to empha- 
size the different impact of the present 
tax structure on different individuals 
who held equal ownership of a business. 
Dr. Freund’s data showing that very 
few persons have a personal income 
for tax purposes sufficient to place 
them in the top tax bracket may be 
interpreted in either of two ways: one, 
as Dr. Freund does, to show that only 
a small number of persons could bene- 
fit tax-wise as in my example, or, two, 
that the use of the corporate form to 
avoid personal income taxes is so wide- 
spread among the top income group 
that few persons are forced into the 
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top bracket. Only a detailed study of — 
corporate stock ownership and personal 
tax returns would suffice to clarify this 
point. 

Dr. Freund’s remarks appear to be 
based upon the assumption that the 
entire burden of the corporate income 
tax falls upon the stockholders of a 
corporation. As I suggested in my 
article, this is by no means certain. I 
can do no better than quote from a 
letter which I received from a private 
economist in response to my article: 
“On more than one occasion these 
peculiar statistical facts of rising taxes 
accompanied by rising after-tax income 
arose to haunt us when we were pre- 
paring testimony on tax matters.” Until 
this ghost is laid I prefer to use quota- 
tion marks when speaking of “double” 
taxation of dividends. 
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Quality and Competition: An Essay in 
Economic Theory. By Lawrence 
Abbott (New York: Columbia Uni- 
wersity_-Press,..1955, pp. ix, 229, 
$3.75) 


The primary aim of this extended 
essay Is to close a “serious gap” in the 
structure of conventional price theory 
(which has been centered too much on 
price alone) by “working out a theory 
of quality determination under com- 
petitive conditions.” The author pro- 
poses to cultivate the ground broken 
by Chamberlin in 1933 by developing 
a more adequate theory of the conduct 
and performance of firms and indus- 
tries in determining the level of quality, 
and the interfirm variety in design and 
quality, of the products they offer. 
Essentially, however, Abbott is less am- 
bitious than Chamberlin was, since he 
is concerned “only to a minor extent 

. with the effects of quality differ- 
ences and changes on price.” In conse- 
quence, some characteristics and weak- 
nesses of Abbott’s book are that its 
rigorous formal theory is one of quality 
determination under forced and unreal- 
istic (generally fixed price) ceteris pari- 
bus assumptions; that some of the 
conclusions of this theory are evidently 
not transferable without significant 
modification to a multivariant theory; 
and that his only simultaneous treat- 
ment of price and quality is a loose and 
general literary discussion which adds 
little to existing literature. Nonetheless, 
there are some useful if limited inno- 
vations in formal theory which are 
worth the attention of the theorist. 


The first nine chapters (123 pages) 
are given over to a lengthy preamble 
on the character and limitations of 
existing theory, the nature and im- 
portance of the “quality” issue, the 
assumptions underlying a theory which 
explores quality, and so forth. All this 
is interesting but not surprising or 
basically very novel. 

For the theorist, the heart of the 
work is in Chapters 10 and 11. Here 
the author distinguishes three major 
sorts of product variability: “vertical” 
(e.g., improvement in the judgment of 
all buyers with increased cost), “hori- 
zontal” (product differences such that 
different buyers rank products differ- 
ently), and “innovational” (e.g., up- 
ward vertical change without increased 
cost). Theories are then developed — 
highly restricted by ceteris paribus as- 
sumptions — of product adjustment and 
equilibrium, first on a horizontal scale 
and then on a vertical scale. The theory 
of horizontal adjustments follows the 
tradition of the literature on spatial 
competition (an essentially one-dimen- 
sional linear market is supposed, except 
that the line is viewed as if it were a 
loop or closed curve with no ends). But 
by inserting different and possibly more 
realistic assumptions about the way 
buyers react to increasing distance of a 
product from them, it arrives at con- 
clusions concerning the determination 
of locational or product variety which 
are somewhat at variance with those of 
Hotelling and Chamberlin. This theory 
is good as*far as it goes, and it is dis- 
appointing that its formal development 
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was confined to one based on very 
restrictive simplifying assumptions. 

The theory of vertical product ad- 
justment and equilibrium was presented 
earlier in a journal article’ and may be 
familiar to many readers. Using a fixed- 
price assumption, the author develops 
some ingenious diagrammatics to dem- 
onstrate the determination of vertical 
quality equilibrium (“height” of prod- 
uct quality, costs increasing with qual- 
ity) with the number of sellers both 
fixed and variable. The “options curve” 
he develops is an illuminating little 
expository device. But even though the 
conclusions of the theory seem tech- 
nically correct under the_ very restric- 
tive assumptions adopted, it appears to 
the reviewer that some of them prob- 
ably do not hold once price is left free 
to vary concomitantly with quality (as 
ultimately it must be) and the author 
does not seem to recognize or empha- 
size this sufficiently. The effect of a 
given quality-consumer preference-cost 
pattern on the level of costs and num- 
ber of firms finally attained is the case 
in point. If this criticism is valid, the 
theory in question is actually rather 
empty, and for formal reasons, lacks 
predictive value with respect to most 
actual market behavior. i 

A literary tréatment of quality and 
price competition combined follows the 
formal analysis. It is sensible but not 
purportedly or actually rigorous; basic- 
ally, it does not add much to previous 
literature; and it leaves essentially un- 
resolved the distressing formal issues 


*Lawrence Abbott, “Vertical Equilibrium 
Under Price Quality Competition,” Amer- 
ican Economic Review, December, 1953, pp. 


826-45. 
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_his formal theorizing under such ex-- 


posed by the ceteris paribus theory of 
vertical product adjustment. The work 
concludes including 
some use of different hypothetical 
product-variability situations in devel- 


with a section 


oping market classifications. 

This work has entered an area in 
significant theoretical 
work remains to be done. Predictions 


which much 


of the outcome of the process of co- 
determination of price, selling cost, 
product variety, and level of product 
quality under various market structures: 
are needed, as are normative evalua-. 
tions of the predicted results. The 
work at hand has recognized the prob- 
lem and has taken some modest steps 
toward the development of an adequate: 
theory. Because the author chose to do: 


tremely restrictive assumptions, how-. 
ever, most of the indicated task remains: 
to be done. 

Jor S. Barn 


University of California (Berkeley) 


Government Budgeting. By Jesse Burk- 
head (New York: John Wiley and 
Sons, 1956, pp. ix, 498. $7.50) | 

Early history is replete with accounts 
of various attempts to control that por- 
tion of a nation’s expenditures which 
are made by the central government 
authorities, yet the problem remains 
with us today and appears likely to be 
with us for some time to come. The 
problem has two aspects. One relates 
to the portion of the total expenditures 
of a nation which shall be spent by the 
public or government sector rather than 
by the private sector of the economy. 

The other relates to the problem o! 
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allocating government resources to the 
most desirable projects and controlling 
or reducing the cost of the projects 
selected. Historically, attempts at con- 


trol of government expenditures were 


directed at the problem of controlling 
the amount of revenue placed at the 


_ disposition of the government authority. 


Beginning about 1800 in England, how- 
ever, it was recognized that control of 
revenue was not sufficient and that 
effective direction of government ex- 
penditures could be accomplished only 
by controlling as well the manner in 
which the revenues were expended. 
The budget has proven a very effective 
tool for developing a solution to both 
aspects of the problem. 

In the United States the budgeting 
process, in addition to being a method 
by which government expenditures are 
effectively directed and controlled, is 
tied in closely with fiscal and monetary 
policies toward the common objective 
of developing and stabilizing the econ- 
omy. Its inauguration in the United 
States was in part directed to this 
stabilizing objective, though much sup- 
port for the 1921 Budget Act came 
from those who assumed the budget to 
be a means for reducing government 
expenditures. 

Professor Burkhead’s discussion pro- 
vides a complete and detailed statement 
of the procedures of Federal govern- 
ment budgeting and points to the eco- 
nomic implications of their use. The 
text is divided into four parts. Part I 
traces the historical development of 
budgeting with emphasis on the eco- 
nomic and political implications under- 
lying the developments. It closes with 
Chapter 4, which discusses the pro- 
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cedural aspects and the time dimen- 
sions of budgeting and which indicates 
not only the specific duties and func- 
tions of various groups in the prepara- 
tion of the budget but the time 
sequence of the work as well. 

Part II deals with the procedures in 
developing the budget. Special empha- 
sis is placed on methods of classifying 
budget content for presentation to dif- 
ferent interested groups. Chapter 5 
starts the section with an analysis of 
budget classifications according to func- 
tions, organizations, and objects. Chap- 
ters 6 and 7 illustrate the use of the 
budget as a means of operational con- 
trol through performance budgeting. 
Performance budgeting is designed to 
serve “management purposes at and 
below the department level. Perform- 
ance classification and analysis seek to 
measure the cost and accomplishment 
of detailed activities.” It is primarily a 
method for controlling costs and may 
be contrasted with program budgeting 
which is used as a planning and deci- 
sion-making device. Chapters 8 and 9 
discuss capital budgeting procedures 
and budget classifications by economic 
criteria. The latter is held to be a very 
useful tool for governments “that have 
assumed at least some responsibility for 
the prevention of inflation and defla- 
tion, for resource development, and for 
stabilizing employment within their 
jurisdictions.” 

Part III, composed of Chapters 10 
through 14, explains the role of gov- 
ernment departments and agencies in 
developing, communicating, executing, 
and reporting on the budgeting process. 
The last section is devoted to special 
budget problems and provides an excel- 
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lent discussion of the problem of esti- 
mating the amount of governmental 
revenues and the problem of allocating 
the revenues to the appropriate activity. 
The balanced budget and budgeting 
for economic development are discussed 
in the closing chapters of the book. 
Professor Burkhead has contributed 
to an understanding of the economic 
implications of the procedures of bud- 
geting and at the same time has pro- 
vided a detailed discussion of the 
method by which government expendi- 
tures are determined and controlled 
through the use of a budget. The book 
represents a lucid explanation of the 
details of government budgeting and 
the implications of existing and devel- 
oping procedures to economic policy. 
It is a book which should be of interest 
both to economists and to accountants. 


Norton M. Beprorp 


University of Illinois 


Standard Oil Company (Indiana): 
Oil Pioneer of the Middle West. By 
Paul H. Giddens (New York: 
Appleton-Century-Crofts, 1955, pp. 
xvill, 741. $7.50) 

Professor Giddens was invited by 
Standard of Indiana to write‘its his- 
tory, and the cOmpany made a grant 
to Allegheny College to pay his ex- 
penses in carrying through the project. 
Although the concluding chapters of 
the volume seldom rise much above the 
level of press releases, official sponsor- 
ship does not, on the whole, seem to 
have muted any of the many explosive 
incidents in Standard’s stormy history. 
Giddens has tried to tell all of the 


Standard story, including not only its_ 
problems in locating crude, developing 
pipeline, truck, and marine transporta- 
tion, and constructing and improving 
refineries, but also providing a running 
summary of its labor and public rela-_ 
tions, management procedures, market- 
ing, and major litigation. In all this, 
Giddens’ familiarity with and love for 
the oil industry have kept continuously 


interesting what might otherwise often 
have been a dull factual catalog. 
Although he usually attempts to move, 
forward by weaving together a dozen 
or so threads, he wisely suspends his 
comprehensive approach when an ex- 
ceptionally complex pattern, such as 
the machinations of the Continental 
Trading Company or the resolution of © 
the cracking patent tangle, has to be | 


presented. 


In his treatment of Indiana’s history — 
prior to the dissolution, Giddens is less 
disposed to exculpate the Standard 
companies than Jersey Standard’s offi- 
cial historians have been. He devotes 
three pages to an early and obscure 
case “where Standard willfully de-— 
stroyed a competitor’ (p. 55), and 
twenty more to a recital of the argu- 
ments and decisions in the Elkins Act 
case of 1907. Content for the most part 
to allow his summaries of briefs and 
decisions to speak for themselves, he 
points out that although the railroad 
officials denied the allegations of the 
Garfield report, they undertook at once 
to cancel many of the rates condemned 
(p. 100). Standard’s defense in the 
Missouri quo warranto proceedings is 
fully set forth, but Giddens nevertheless 
observes that “. . . the general policy 
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of the [Waters-Pierce] company at all 
times was directed and controlled from 
26 Broadway” (p. 91). The discussions 
of the Madison oil trial and the De- 
troit case are equally unimpassioned. 
Though he by no means supports the 
_ FTC in the latter, Giddens states that 
Standard has always tried to avoid 
selling through jobbers and that the 
order could therefore not have affected 
it “too seriously” (p. 688). 

He displays the same objectivity in 
dealing with later internal conflicts. 
Colonel Stewart’s virtues as an aggres- 
sive chief executive are duly noted, yet 
Giddens, without passing judgment on 
him, allows us to see how a man who 
acted like a “benevolent despot” and 
had a board of directors of “yes men” 
would inevitably collide with public 
opinion and John D., Jr. The slough- 
ing off of foreign properties and hun- 
dreds of employees in the 1930's 
(though the company’s net never fell 
below $16.5 million) appears as a log- 
ical consequence of President Suebert’s 
penny-pinching, “scowls and scoldings, 
and domineering attitude” (p. 437). 
Giddens finds space for the subplot of 
confidence-man Sewell. In a_ few 
months after he had managed to in- 
gratiate himself with Standard’s top 
executives, he disappeared with thous- 
ands of dollars received from their big 
Chicago customers. 

The intimate flavor of the book is 
distilled from frank recollections that 
Giddens was able to obtain from four 
dozen top executives, including Seubert, 
Burton, Humphreys, and Allan Jackson, 
and many others who had been with 
the company from the time the first 


600-barrel, vapor-brush — still was 
charged at Whiting. Humphreys for- 
tunately kept an uninhibited diary, and 
voluminous company files on market- 
ing and other problems were opened 
to Giddens. 

Economists will note certain weak- 
nesses and omissions. Save for brief 
paraphrasing of recent annual reports, 
there is almost no analysis of Standard’s 
financial position, and Giddens is cap- 
able of writing that the Standard Oil 
Trust “furnished” the company “with 
a capital stock of $500,000” (p. 18). 
Sometimes he slips in digesting price 
data: Ned’s from 1936 to 1938 re- 
ceived a one-half cent discount off the 
tank-wagon, not the tank-car price (p. 
603); the explanation of the jobber 
squeeze following from the 1935-36 
gasoline buying program is confusing 
because nowhere does Giddens seem 
to understand that the spot market 
provided an alternative to a fixed mar- 
gin below Standard’s tank-wagon price, 
as most jobber contracts were drawn 
(pp. 529-30). 

The book makes little attempt at an 
economic appraisal of Standard of 
Indiana’s crucial decisions. How did 
the company’s merger with Midwest 
Refining Company or its joint venture 
with Sinclair affect competition in its 
territory? Was one-man rule responsible 
for blunders like its disposal of Pan 
Am’s foreign production and the com- 
pany’s tardiness in revamping its pric- 
ing formulas? Did the company survive 
these errors simply because of its size? 
Just what is the nature of Standard’s 
competitive tactics today? It is a trib- 
ute to the thoroughness of Giddens’ 
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work that, making no pretense of rais- 
ing these or similar questions, he never- 
theless incorporates much of the mate- 
rial necessary to answer them. 


Jorex B. DirLam 


University of Connecticut 


Foundations of Productivity Analysis: 
Guides to Economic Theory and 
Managerial Control. By Bela Gold 
(Pittsburgh: University of Pitts- 
burgh Press, 1955, pp. xi, 303.) 


The first two sections (Parts A and 
B) of this monograph represent a val- 
uable contribution to various problems 
of productivity measurement. The 
author emphasizes, rightly, that the 
answer to the question of the “best” 
productivity measure depends, more 
than is commonly thought, on the spe- 
cific purpose the measure is supposed 
to serve, and he offers some fruitful 
suggestions for a classification of pro- 
ductivity studies by purpose. Along the 
lines of these classifications, the author 
sheds some new light on the question of 
how to set up productivity measures in 
the way most suitable for specified ob- 
jectives. In his discussion of the output 
side of productivity ratios, Gold points 
out that for many if not most purposes 
the ratio of productive capacity to in- 
put is a more meaningful productivity 
measure than the ratio of actual output 
to input, and that figures purporting to 
measure changes over time in produc- 
tivity, or in the proportion of factors 
contributing to the productive process, 
have frequently been misleading be- 
cause of the failure to allow —or the 
impossibility of allowing — for attend- 


‘one variable 


ant changes in capacity utilization. The - 
author illustrates this point as well as 
some others by an interesting empirical 
analysis of long-term developments of 
the factors affecting productivity in 
iron and steel manufacturing — one of 
the few fields where estimates of capa- 
city utilization are available for several 
decades back. With respect to the input 
side, Gold joins those who have urged 
that the time has come to integrate 
into the analysis, along with labor in- 
put, such input factors as fixed capital, 
raw material, management, and per-! 
haps others. Following up and general- 
izing these lines of thought, the author 
suggests that for purposes of quantita- 
tive analysis our thinking should be 
oriented, not toward the traditional 
type of productivity ratios with only 
in the numerator and 
in the denominator, but 
rather toward expanded forms of these 
ratios where at least the more relevant 
components of those two variables find 
their place. Gold’s discussion of various 
possible forms of such “expanded” 
models, and of the points of importance 
in analyzing the individual variables, 
will certainly prove stimulating to em- 
pirical research. One point on which 
this reviewer is unable to agree with 
the author — his view that original 
cost provides a theoretically better basis 
for measuring fixed capital investment 
than replacement cost — is a minor de- 
tail within the framework of the dis- 
cussion. 

The purpose of the two following 
sections (Parts C and D) was, in the 
words of the preface, “to inquire into 
the sources, and effects of 
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nature, 
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productivity adjustments, with particu- 
lar emphasis on clarifying the alterna- 
tives which are subject to managerial 
control.” The author’s procedure in 
pursuing this objective was to take up 
and discuss in turn most or all con- 
_ceivable changes in the numerous qual- 
_itative and quantitative data affecting 
productivity in an industrial enterprise 
(rate of operation, degree of integra- 
tion of processes, allocation of work 
assignments, quantitative proportion of 
cooperating input factors, quality and 
efficiency of one or several factors, and 
so on), and to examine what adjust- 
ments each change will or may bring 
about in most or all of the other rele- 
vant magnitudes, proportions, ratios, 
and so forth. By this technique the 
author achieves a high degree of sys- 
tematization and completeness in hypo- 
thetically surveying the various produc- 
tivity-relevant cause-and-effect relations 
in industry. The perhaps inevitable 
price at which this achievement was 
bought is a certain lack of “focus” in 
the discussion and a relatively limited 
number of results that are both new 
and substantive. It was to be expected, 
and was undoubtedly expected by the 
author himself, that a plowing through 
of all the various possible change and 
adjustment patterns, even when inter- 
spersed with statements as to which of 
several hypothetical patterns is most 
likely to be found in practice, would 
yield a general framework for, rather 
than the substance of, a theory of in- 
dustrial productivity. In fact, to this 
reviewer at least, the most rewarding 
pages in these two sections are those 
where the aim to offer a mere frame- 


work becomes quite explicit, as it does 
for example in the subsection on the 
network of productivity interactions 
(pp: Li.) 

In the last section (Part E), which 
is devoted to the examination of man- 
agerial objectives and managerial 
decision-making as related to produc- 
tivity adjustments, the author to some 
extent follows a similar technique of 
presentation, but the yield of substan- 
tive theoretical results is greater in this 
section, although some of them are 
outside the limits of strict productivity 
theory. For an example, attention may 
be drawn to Gold’s valuable analysis 
(pp. 245-46) of the conditions which 
must be present to make minimization 
of the relative importance of fixed costs 
a legitimate managerial objective, and 
to his emphasis that these conditions 
are less ubiquitous than is sometimes 
believed. The main general merit of 
this concluding section seems to lie in 
the general picture which the author 
gives of the extremely complex nature 
of the interactions between productivity 
developments and managerial policy — 
a picture which once more makes it 
clear that, for all our legitimate inter- 
est in productivity, ratios of physical 
outputs to physical inputs, or of index 
numbers representing physical output 
and input aggregates, can never be the 
only or even the primary concern of 
managerial policy in a business econ- 
omy. While this fact has been known 
all along, it is always useful to be re- 
minded of it in an impressive manner. 


Eric SCHIFF 
Washington, D. C. 
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Business Practices, Trade Position, and 
Competition. By Oswald Knauth 
(New York: Columbia University 
Press, 1956, pp. 181. $3.00) 


The theme of this small book is that 
business practices in large corporations 
controlled by managements that act for 
many shareholders do not fit the clas- 
sical models of business activity: Con- 
tinuity is made necessary by mass 
production and by the management’s 
obligation of stewardship. To assure 
that continuity, Mr. Knauth argues, the 
management gives first attention to the 
establishment and maintenance of a 
trade position that relieves the concern 
of some of the vagaries of demand. 
Trade position may be attained in 
many different ways, so that each of a 
series of rival enterprises may achieve 
it. It is likely to include some control 
over distributive channels and to be 
expressed in a series of price policies 
and selling policies that provide some 
degree of control of the market. Never- 
theless, it usually is accompanied by 
keen competition. 

Although the limits of space have 
made the statement of this view re- 
grettably brief, Mr. Knauth expounds 
it persuasively and provocatively. Parti- 
cularly interesting is the chapter that 
sets forth various means of achieving 
a trade position — through location, 
occupancy of a limited field, trade 
custom, reputation, an established or- 
ganization, ownership of resources, 
fewness of competitors, and sheer big- 
ness. 

Mr. Knauth emphasizes the point 
that the attainment and use of trade 
wl reste 


business practices cannot be assumed to 


position may involve abuses. 


be in natural accord with social welfare 
”’ (pp. 165-66). “The ability to 
charge phantom freight through having 
a single or few basing points may lead 
. . Cutting prices on price- 
maintained articles may be disruptive, 
or it may be a method of passing on to 
the public a less costly form of distri- 
bution. A schedule of discounts may 
be beneficial or contrary to general 
welfare. A functional pricing system 
may be a natural reaction to conditions 
that prevail, or it may be a discrimi-j 
natory weapon” (p. 168). ; 
Nevertheless, Mr. Knauth appears to 
believe that to recognize the usefulness, 
and indeed, the inevitability of an effort 
to achieve trade positions is to discard 


to abuse. . 


the antitrust laws. He assumes, almost 
without discussion, that these statutes 
are based upon classic economic models 
of competition and seek to make actual 
markets conform to those models. His 
occasional references to antitrust cases 
pertain chiefly to the law of price dis- 
crimination, though he also makes 
passing and highly questionable refer- 
ences to the Sherman Act. (For ex- 
ample, he asserts that bigness “has been 
held a cause for dissolution” [p. 59].) 
His broad conclusion is that “the busi- 
ness practices necessary for continued 
survival in an era of mass production 
are the complete antithesis of those 
governing small-scale competition. 
Judged by the original standards of 
the Sherman Act they are all evil — 
the entire business community is 
guilty” (p. 167). Though he recog- 
nizes that judicial decisions have not 
gone as far as this sweeping opinion 
suggests, he holds that the underlying 
theories of actual business practice are 
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_ so basically opposed to the classical 
theory that “these legal modifications 
touch only the fringes of the problem” 
(p. 167). He apparently advocates a 
performance test of legality, for he as- 
serts that “the proper test for an in- 
dustry is how it functions in regard to 
productivity, distribution, and rate of 
progress” (p. 171), and he inquires 
why business practices should be called 
on to meet sterile tests of classic struc- 
tural competition when they have de- 
veloped an economy which so amply 
'meets the classical tests of welfare (p. 
7S): 

It is unfortunate that Mr. Knauth 
did not develop his point at sufficient 
length to show the basis for his char- 
acterization of existing antitrust policy. 
During twelve years’ employment by 
the two antitrust agencies of the Fed- 
eral government, this reviewer was im- 
pressed by the divergence between the 
antitrust agencies’ conception of com- 
petition and the classical models. 
Surely there has been no case in which 
trade positions derived merely from 
location, reputation, established busi- 
ness organization, or occupancy of a 
small field of activity have been at- 
tacked as contrary to the antitrust laws. 
Positions based upon trade custom 
have been attacked, with varying suc- 
cess, at the borderline where custom 
has developed into conspiracy. Trade 
positions based upon control of natural 
resources have been attacked where 
diffused control was possible and the 
purpose of the concentrated control was 
thought to be the achievement of 
monopoly. Trade positions derived 
from the fewness of competitors have 


been attacked where the few were 


thought to have joined in conspiracy 
or to have so divided their markets as 
to achieve monopoly of parts thereof. 
Bigness has been regarded as relevant 
in appraising the effects of conduct, 
but thus far proposals to regard bigness 
as inherently illegal have been offered 
vainly to the antitrust agencies. The 
antitrust laws have been directed at 
exploitative and exclusionary uses of 
power. Their principle has been that 
deliberate restriction of trade is unlaw- 
ful. If Mr. Knauth regards this type 
of policy as inconsistent with modern 
big business, one wonders how he 
would go about alleviating the abuses 
which he admits may appear in the 
development and use of trade positions. 


Corwin D. Epwarps 
University of Chicago 


Guaranteed Wage and Supplementary 
Unemployment Pay Plans. By S. 
Herbert Unterberger (Chicago: 
Commerce Clearing House, 1956, 
pp. ix, 189. $3.50) 

Before the 1947 publication of the 
Latimer report on guaranteed annual 
wages, little direct study had been 
given to the cost issue which is at the 
bottom of most of the complex and 
controversial questions 
such wage plans — namely, how can a 
wage plan be a meaningful and effec- 


surrounding 


tive guarantee to workers without pre- 
senting bankrupting costs to the em- 
ployer? And even the Latimer report, 
in its survey of how wage plans limited 
costs, has been made obsolete at least in 
part by the fast-moving events in guar- 
anteed wage bargaining. Mr. Unter- 
which is directed 


berger’s book, 
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primarily to persons negotiating guar- 
anteed wage contracts, classifies and 
brings up to date our knowledge of the 
variables that bear on this important 
cost question. 

Mr. Unterberger is well qualified to 
handle this task. He was a member of 
the research group of the Office of 
War Mobilization and Reconversion 
which produced the famous Latimer 
Report and is now a consulting econo- 
mist. His book is based on.a series of 
articles first published in the Labor 
Law Journal, and includes some addi- 
tional chapters as well as an appendix 
reproduction of the Ford, American 
Can, and Continental Can.supplemen- 
tary unemployment benefit plans. 

According to the author the early 
important guaranteed wage plans — 
such as those of Procter and Gamble 
and Hormel — relied wholly upon one 
or more of three basic approaches to 
limiting costs. These attempted to limit 
coverage, duration, or the amount of 
benefits. But even these limitations did 
not change the general belief that a 
wage guarantee was essentially like 
bank credit: to get it you needed the 
conditions that would make it unnec- 
essary. Thus, according to this view, 
guaranteed wages were impossible in 
industries which ‘experienced wide var- 
iations in product demand, and un- 
necessary in those that were stable. 
And, needless to add, guaranteed wage 
plans were not destined to become a 
widespread practice. 

But this book proceeds from the now- 
demonstrable premise that the 1955 
negotiations in the automobile industry 
have changed all that. For by limiting 
the risk of a wage guarantee to a 


variable cost liability, the Ford Motor 
Company and the United Automobile 
Workers, although they did not estab- 
lish a “true” wage guarantee, did go a 
long way toward achieving the objec- 
tive of guaranteed wages, namely, 
security against unemployment. In fact, 
Mr. Unterberger feels safe in predicting 
that the trend toward such bargains 
will continue to grow — which is all 
the more reason for good information 
now on how to determine the cost of a 
guarantee. This is a difficult subject,, 
but Mr. Unterberger handles it with 
considerable insight and clarity. : 

He demonstrates how the newer 
plans have met the traditional employer 
objection of unreasonable cost by 
making liability a variable cost, by re- 
lating it to a fund and to the size of the 
fund, and by tying an employee’s bene- 
fits to the length of his service. 

Just how much will a wage guaran- 
tee cost? To determine this for a given 
plan in a given company, one must be 
prepared to follow Mr. Unterberger 
through four procedures. First, one 
must have clearly established the 
features of the plan, eliminating all 
ambiguity with respect to such ques- 
tions as the amount of payment under 
the plan, matters of qualification and 
ineligibility for benefits. Second, he 
must estimate the probable fluctuations 
in the firm’s employment as it will in- 
fluence covered employees during the 
guarantee period. From this, the third 
procedure can be undertaken — deter- 
mining the probable gross costs of the 
guarantee as it becomes effective. And 
fourth, these gross costs must then be 
made net by placing a value on possible 
cost offsets of the guaranteed wage 
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plan. The author points out that this 
final net cost can be minimized by the 
parties if they are willing to place lim- 
itations on benefit payouts or to nego- 
tiate cost-saving devices or if the 
employer is able to stabilize his em- 
ployment. 

Employer and union representatives, 
particularly those who are considering 
wage guarantees and do not have ex- 
tensive research facilities, will find the 
how-to-do-it aspects of this book ex- 
tremely valuable. Mr. Unterberger has 
_ prepared a series of good guideposts 
to aid in determining the costs of wage 
guarantees, as well as the means of 
avoiding their many legal and admin- 
istrative problems. 

Ear F. CHeir 


Saint Louis University 


The Psychology of Economics. By 
Walter A. Weisskopf (Chicago: 
University of Chicago Press, 1955, 
pp. vill, 266. $4.00) 

Professor Weisskopf’s book is a new 
approach in interpreting the writings of 
economists and social scientists. It is a 
psychocultural approach, by which he 
means an attempt to discover the un- 
conscious thought processes which cer- 
tain economists underwent in formulat- 
ing their value attitudes and _ their 
intellectual constructs (“models”). Ac- 
cording to Weisskopf, the desire for 
ethical neutrality in the social sciences 
conflicts with the basic psychocultural 
need for an absolute value complex. 
Psychoculturalism, based upon holism 
and transcendence, and making use of 
the concepts of Freud, Fromm, and 
Reisman, explores the nature of this 


conflict in the social scientists’ quest 
for intellectual security. 

There is no denying that new ap- 
proaches to the interpretation of the 
writings of economists are always wel- 
come, particularly psychological ones. 
Further, the Frommian premise under- 
lying this study, namely, that many 
conscious ideas are imbedded in a sub- 
conscious matrix, might be equally ac- 
ceptable. What is questionable, how- 
ever, is Weisskopf’s application of this 
approach in Part IV of the book. This 
section, almost entirely Freudian in 
outlook, is strained and disappointingly 
weak. 

Part IV is concerned largely with an 
analysis of the Freudian symbolism, 
more particularly with the Oedipus 
complex symbols, in the writings of the 
“apologists” of the capitalist system, 
Ricardo and Malthus, and of the “an- 
tagonists,” Engels and Marx. Ricardo 
and Malthus are anti-feminine. Evi- 
dence of this is the equating of land 
with femininity and attributing all the 
economic ills to the conflict between 
the fertility of women and the “nig- 
gardliness” of land. Engels and Marx, 
the antagonists, on the other hand, are 
pro-feminine, or rather, anti-father. 
Their feminism represents the father- 
son revolt in which the entire capitalist 
system with all its institutions, partic- 
ularly the patriarchal bourgeois family, 
represents the father. Their revolt, a 
non-Freudian interpretation of the 
Oedipus complex, calls for the over- 
throwing of the superiority of the male 
and the elimination of treating the fe- 
male as inferior. Weisskopf justifies all 
this by claiming that anthroj ology es- 
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tablishes the fact of the “universality 
of symbolic expression.” 

The book is replete with examples of 
Freudian symbolism to be found in 
economic writings. To name but two, 
Ricardo’s repetition of two paragraphs 
in the draft of a paper is taken to indi- 
cate some misgivings in his thinking on 
an issue and is compared to a similar 
finding by Freud in his study of 
Leonardo da Vinci; and the use of the 
mathematical prime by Marx in the 
equation of exchange (M-C-M’) is 
an “obvious” phallic symbol. The un- 
initiates, among whom this critic must 
be counted, will find all this difficult 
to take seriously, and perhaps even 
Freudians might be tempted to dispute 
these interpretations. A 

Except for Part IV, the analysis of 
economic thought in this book is ortho- 
dox and well presented and the psycho- 
logical interpretations quite acceptable. 

One of the continuing threads 
throughout is the thesis stressing the 
dichotomic or ambivalent nature, 
largely unconscious, of classical and 
neoclassical thought from Adam Smith 
to Alfred Marshall and Chamberlin. 
The ambivalence has its roots in the 
conflict between the Christian pre- 
capitalist ethic and the post-capitalist 
economic value * complex. The best 
manifestation of this conflict is Ri- 
cardo’s “search for the chimera of an 
invariable standard of value” which he 
finds in the labor theory of value. This 


theory became “an instrument of uni- — 
fication and of ethical apology” for the © 
classicists, thus erasing any ethical 
doubts in their conscious thought 
processes. Marshall and the neoclassi- 
cists are also guilty of the same charge 
and their intellectual construct of the 
long-run, static equilibrium model was 
chosen merely to fulfill a psychocultural 
function. Thus psychoculturalism adds 
another dimension to the long-standing 
charge that classicism is merely justi- 
fication of the status quo. However, , 
classicism, by definition, implies a’ 
search for form, for unity, for a defined 
frame of reference; and to accuse clas- 
sicists of an unconscious psychological 
need of searching for this form does 
not, in the judgment of this reviewer, 
constitute a serious charge. 

' The rather orthodox psychological 
interpretations offered in parts I to 
III, V, and VI of the volume are 
dificult to reconcile with the heavy 
Freudian overtones found in Part IV. 
If Professor Weisskopf’s approach in 
this last section is valid, then contem- 
porary economists, particularly those 
fond of using mathematical primes in 
their writings, should begin to look 
deeply into their “unconsciouses” to 
attempt to discover there the hidden 
value conflicts in their thoughts and 
the possible Freudian 
thereof. 
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